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FOREWORD

Pressure3 for school finance reform exist in every state through-
.

out the nation. In some instances the force may be attributable to a

'quest for equal educational opportunity for all pupils,,irrespective of

the wealth f Ind in their district of residence; in other cases, the

interest in be more in securing property tax relief. Much of the momentum

surrounding the former has dissipated with the decision of the United

States Supreme Court in Rodriguez that the Equal Protection Clause of

the. Federal Constitution does not require a state school support program

to be fiscally neutral. Consequently, the responsibility for resolution

of the problem rests at the state level, and the focus is now more on relief

for the taxpayer than on equal treatment of equal children. This shift

in focus has not made the problem of unequal educational opportunity

disappear, nor has it changed the wording of state constitutions or relieved

the state and its citizens of the moral obligation to provide equal and

adequate programs for all of the state's school children.

After holding several meetings and receiving considerable testimony,

the Interim School Finance Study Committee determined that a short-range

study should be conducted to provide additional guidance for the Committee

in making recommendations to the Indiana General Assembly. Upon request

by the Committee the consultants prepared a study prospectus and submitted

it to the Committee. Following consultation and a meeting with the Com-

mittee, the team of consultants was authorized to proceed with the study.

For purposes of clarification, emphasis must be given to three oasic

constraints which were operable during the conduct of this studs



1. The time period for the entire study was approximately ninety

days, with the report to be completed and filed by December 15, 1974.

This condition dictated that data currently existing in state agencies

would be primarily relied upon in the conduct of the study. Appreciation

is extended to the Inctiana Department of Public Instruction for providing

the bulk of the data, to the State Board of Tax Commissioners.for providing

information concerning tax rates and adjustment factuza, and to the Indiana

School Boards Association for gathering information relative to the number

of square miles in each local school corporation.

2. State revenue projections and estimates of the funds available

for public elementary and secondary education indicated that the estimated

amount of new 'state funds would be from $80 million to $100 million for

the first year of the biennium.

3. The focus of the study was only on the distribution, or alloca-

tion, portion of the state school support program. No analysis was made

of the current state statutes concerning local revenue restrictions or of

their impact on local school corporations. Present statutory regulations

as to the current tax levy freeze on local property tax levies were accepted

as basic premises for this study and used in all projections.

The research activities, observations, and recommendations of the

study must be considered within the context of these operational con-

straints. Basic recommendations of the study assume that the State of

Indiana seeks a school finance program which will result in a more equitable

level of support for educational programs in all school districts and also

will provide sufficient funds so that local districts may continue to

operate current programs without serious deteriorations in educational

opportunities.
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SUMMARY OBSERVATIONS AND RECOMMENDATIONS

The problems with Indiana's current school finance program are

varied and complex. First, the basic formula for state aid has not

been revised in several years. Second, the recently enacted supplemental

grant does provide aid to low assessed valuation per pupil districts that

desire to put forth additional effort, but the impact of the program is

very limited. Third, both special education and vocational education will

require sharp increases in funding if equal opportunity is to be provided.

The challenge is to include these pr giams within the framework of a com-

prehensive state financing program which will accommodate the educational

needs of all pupils. Fourth, the impact of the current inflationary spiral

and the state-imposed levy freeze, coupled with the demand for additional

or expanded educational programs, negate traditional school finance reform

problem-solving approaches in searching for constructive alternatives.

The long-term impact of the recommended program is a gradual leveling-

up process that would not reduce funds for the high-spending districts of

the past but would provide increased funds to the formerly low-spending

districts. Within the framework established by the various recommendations

of this study, the state has the opportunity to "buy into" a state'school

support program which will recognize the variations in educational needs

among school corporations and also provide sufficient funds to assure that

each pupil in the state has access to an adequately funded educational

program suited to his occupational aspirations and physiological and

psychological needs.



I. Basic Support Program Recommendations

The basic support program should provide sufficient financial in-

centives and provisions to encourage the establishment of educa-

tional programs for all groups of pupils: kindergarten, regular,

special education, vocational education, and identifiable remedial

or compensatory programs. Inclusion and adequate recognition of

each of these programs is necessary to assure equal educational

opportunity for all pupils in the state. When certain programs are

expanding and others must maintain the present level of participation

and service, consideration must also be given to the means by which

that expansion can take place without resulting in contraction in

other programs. This requirement is especially pertinent during

a period of inflation and has resulted in the presentation of

certain recommendations.

a. Guarantee that each local school corporation receive at

least $54.00 additional state money per pupil in average

daily membership in 1975-76 above the amount projected to be

received in 1974-75. Indiana's situation is somewhat unique

in that the pressures of inflation can only be relieved

through additional state funds; local school corporations

cannot benefit from the elasticity and growth potential of

the property tax. Even though a district may be experiencing

an increase in its wealth per pupil, the restrictions of the

"freeze" result in additional property tax relief for local

citizens. This condition dictates that the state provide

limited additional funds to all districts to assure that

educational programs are not seriously curtailed as a result



of inflation. This $54.00 additional state funds per pupil

represents a six percent increase in available revenue based

on an approximate state average net current operations expenditure

of $900.00 per pupil in 1974-75.

b. Consolidate the existing basic program, supplemental programs,

and categorical programs into one coordinated funding program.

A major challenge in the design of a state school support pro-

gram is to devise a system that will assure equitable treatment

for all pupils, whether their interest or need be vocational,

special, college preparatory, or general educational programs.

The successful attainment of this level of equity can only be

secured through a coordinated funding program that assures an ade-

quately funded educational program for each child in the state.

Under this type of arrangement, advocacy groups unite their

efforts in support of the total program instead of seeking

support for a single portion of the program to the detriment

of other portions of the to*al state support program for all

pupils.

c. Adopt a weightedi'pupil approach using participating pupils as

the allocation unit. The weights recommended for Indiana have

been developed from research on cost differentials conducted

in Indiana, Florida, Illinois, South Dakota, Delaware, Kentucky,

and Texas. They have been compared with the level of support

provided for the various educational programs in Indiana

during the 1973-74 school year and appear reasonable as state-

wide standards for allocating funds to local school districts.



Under the participating pupil approach to determination

of educational need, each child receives a basic value of 1.00

and then receives additional weights on the basis of partici-

pation in an educational program beyond the regular program,

e.g., special education, vocational education, kindergarten,

or compensatory education. Illustrations are presented in

Table 1.

The concept of add-on weights for participating pupils is

significantly different from the full-time equivalent weights

which have been incorporated into state support programs in

Florida, Kentucky, New Mexico, Rhode Island, and Utah. A time

audit of the child's schedule is not required, and funds are

allocated on the basis of certification that the child parti-

cipated in the program. The absence of a time audit does

not preclude the necessity of a fiscal accounting mechanism to

assure that the funds are actually expended in the programs

which generated tne dollars.

Separate weights can be justified for Grades 1-3, but

are not being recommended at this time. However, the state

should move toward adoption of separate weights for primary

grades to assure that adequate funds are provided for this

critical period in a pupil's educational career. Justifica-

tion can also be developed for differential weights for

senior high school pupils because of the diversity of the

educational program prfwided for these pupils with small

classes and required materials and equipment. Even thoug'...

9
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TABLE 1

RECOMMENDED "ADD-ON" PROGRAM WEIGHTS

Program Add-On Weights

Special Education

Multiple Handicapped 1.25

Physically Handicapped 1.44

Visually Handicapped 1.25

Hearing Impaired 1.60

Emotionally Disturbed 1.05

Neurologically Impaired .70

Communication Handicapped .50

Educable Mentally Retarded 1.20

Trainable Mentally Retarded 1.75

Vocational Education

Agriculture .40

Distributive Education .25

Health .32

Consumer Homemaking .20

Office Education .35

Trades and Industries .50

Interdisciplinary Cooperative Education .25

Compensatory Education .20'

Kindergarten .10*

*For half-day programs, with each pupil also receiving a .50 weight as
a regular pupil, making a total weight of .60.
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there is considerable justification for the senior high

differential, it is not being recommended at this time be-

cause of the problems associated with pupil and financial

accounting.

An add-on weight of .20 is recommended for kindergarten

pupils; in the projections the assumption was made that

kindergarten programs operate on a half-day basis and the

number of pupils is based on this assumption. Operationally,

this results in each kindergarten pupil having a weight of

.60, assuming that the pupil does klot participate in any

special education or compensatory program.

A separate program for compensatory programs is being

recommended as a supplement to federal programs and as a

vehicle for providing funds to relieve some of the educational

problems of the cultuLally deprived and low-income sectors

of the school population. For eligible children, the com-

pensatory weight would operate as an "add-on" weight which

may be used to provide the target group with direct class-

instruction or various supportive programs and services.

II. Level of Recommended Basic Support Program

Decisions concerning the recommended level of the basic support

program are influenced by several factors. First, consideration

must be given to the amount (..f.state funds available for that

portion of the state budget. Second, assumptions must be made

concerning the level of required local effort, or required local

tax rate, which will be incorporated into the program. Third, the

overall impact of this portion of the program should not penalize

room

1



some districts to the extent that they will be required to cur-

tail necessary educational programs, nor should the prfJ,Iram

result in a financial windfall that might contribute to an imprudent

expenditure of public funds because of the lack of adequate

planning. Fourth, the level of support should have some relation-

ship to the actual or desired level of expenditures per pupil

required to provide an adequate educational program. Fifth, some

attention must be given to methods by which the program may be

"phased in" to forestall the possibility of educational and

financial crises in local school corporations. The following

recommendations relate to the level of required local effort and

the dollar value of weighted pupil unit.

a. Increase the tax rate for required local effort to a level

which approximates the tax rate in the districts making the

lowest level of effort. The principal factor affecting the

decision concerning the level of required local effort will

be the number of districts that must raise their local general

fund tax rate for schools to meet the required level. Between

the two alternatives, differences in the flow of funds are

minimal; the primary consideration is whether to mandate a

reqtAred local effort of $2.75 or $3.00 per hundred dollars of

a.:;ustad assessed valuation. If the lower level rate is

selected, only one district would be required to raise its

general fund tax rate to participate in the program. If the

higher rate is chosen, seven districts would be required to

increase their rates, in terms of their 1975 payable rate.

b. Depending upon the level of required local effort, fix the
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value of the weighted participating pupil at either $625

or $650. Summary illustrations of each alternativ are

provided below:

Total Funds for

Value of Required Required Guaranteed

Participating Local State Funds Districts

Pupil Effort (millions) (millions)

$650 $3.00 :',476 $17

625 2.75 474 17

Assuming the utilization of weighted participating

pupils in determining a local district's basic program,

these options provide a means for the consolidation of exist-

ing basic and categorical grants into-a coordinated funding

program and can be accomplished with available revenue and

within the context of the present governmental policies con-

cerning local revenues.

The process of estimating. the pupils in each local dis-

trict involved gathering data on participating pupils in

special education and vocational education programs. The

number of Title I eligible pupils recognized in allocation of

federal funds was used to determine the number of compensatory

pupils. Projections for kindergarten and Grades 1-12 pupils

were based on 1973-74 data used in allocating funds for the

supplementary flat grant. All pupil data were directly com-

patible with the add-on weights.

III. Transportation Support ....ogram

An area of major concern is the state school transportation program;

. the current program has not been revised for several years, and

4

-
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the mathematical derivations of its various factors are not widely

understood. With the rising costs of gasoline and transportation

equipment, local school corporations are confronted with sharply

increasing costs without any avenue for relief other than reducing

funds for current operation. In recognition of these conditions

the following recommendatIons are presented.

a. Enact a transportation support program based on an efficiency

concept and oriented to the actual expenditures among districts

and the density of pupils within the district. Allocations

would be based on a "predicted cost" computed from data related

to per pupil transportation expenditures for districts with

varying levels of density. If a district is transporting

pupils for less than the "predicted cost," it would'receive the

"predicted cost." If the district were spending more, it

would receive only the "predicted cost." The formula, thereby,

rewards efficiency and does not subsidize inefficiency.

b. Fund at least 60 percent of the approved cost of transportation

in all school corporations. Assuming that the program will be

funded initially by the state at the 60 percent level and will

progress upward toward full funding of the approved cost,

fiscal equalization of the formula is not being recommended.

c. Determine pupil density on the basis of pupils per_linear round -

trip mile of bus route. Funding on this basis adequately

recognizes the primary factor associated with variations in

transportation expenditures and is directly related to the

transportation system that is being supported.

d. rvovide an additional transportation allocation for severely
111021MAIIIIIII1

handicapped children. The amount should be five times the state

percentage of the curve pred4dirtfd cost.
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IV. School Facility Support

The primary vehicle for state assistance for school facilities to

local school corporations is through the present flat grant

program in which debt service, lease-rental, and loan payments

are earmarked as having first priority. Even though school

enrollments have stabilized in many school corporations and pro-

jections indicate a slight decline for the total state, the continua-

tion of the present program can be justified on the basis of the

many local school corporations that entered into large amounts

of debt service obligations on the assumption that this program

would be maintained. Through the various loan programs, coupled

with the state flat grant and provisions for local cumulative

building fund levies, the current state program for debt service

provides significant assistance to local school corporations. In

essence, only one minor operational change is suggested in addition

to the basic recommendation.

a. Retain the li-esent state flat grant of approximately $40,00

per pupil with funds first going to debt service, lease-

rental, and loan payments. Even though this grant could be

modified to provide additional funds for current operation

costs, and 'even though local districts could replace the

lost revenue for debt service payments through a separate

debt service levy, this program should be retained in its

present form. Many local school corporations use these

funds to retire long-term debt obligations and have

assumed that the state would continue to fund this program

at approximately the present level.
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b. Permit local districts to use c'unulative building fund (CBF)

proceeds for major projects related to site improvement and

major maintenance projects. such permission should be within

the context of the plan for the use of the CBF revenues sup-

mitted by school officials and also be subject to review and

approval by the Department of Public Instruction prior to the

consummation of the contract. Examples of projects would

include boiler and roof repair and major site improvements

such as paving.

V. Miscellaneous Recommendations

Following a review of the present program, consolidation of the

testimony given in the hearings, review of the research conducted

during the course of the study, and consideration of the operational

implications of the basic recommendations, the following miscellaneous

recommendations are presented as being important in the successful

implementation of the total program.

a. For the determination of units of local need, shift all com-

putations to average daily membership (ADM) for pupils in

-Grades K-12. Local school officials must provide space,

materials, and staff for all pupils, not just those who attend

on a given day. The reference is to average daily membership,

not "a day's membership." For a peacd of one week at two

times during the school year, each district would be required to

count the numb3r of pupils being served in each program

recognized by the state for support. If a pupil had not been

in attendance for a specified period of time prior to the

week of the count, the district would not be permitted to

count the pupil as a "member." (Provisions should be made

16
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for audit checks to verify the accuracy of reports from local

school districts.)

b. Consider elimination of the teacher training and experience

index (TEI) used in the calculation of a local district's

entitlement. The process has become so complex that it is

not understood, and its impact has been reduced through the

present adjustment process. Both the actual and the adjusted

indexes were correlated with several factors related to

fiscal equalization, and none of the correlations was

sufficiently high to justify'retention of the index.

Analysis indicated that the index has little relationship

to state aid per pupil in "a day's membership" or adjusted

assessed valuation per pupil. Both the actual and adjusted

indexes have a relatively low positive correlation with

expenditure per pupil for current operations. This suggests

that local school corporations which spend above the average

are then likely to have teachers with above average levels

of training and experience. The net results of the statistical

analyses suggest that the impact of the index has little

relationship to fiscal equalization, amount of state aid per

pupil, or expenditures per pupil.

c. Require local school districts to maintain financial records

in a program format consistent with the funding attern in the

basic state support program. To provide adequate assurance

that the funds are expended on the program for which they were

intended, local school districts should be required to main-

tain program accounting financial records in each of the
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program areas in the basic state support program. This would

require a minimum of the followihg programs in the financial

accounting format:

(1) Kindergarten

(2) Regular programs for Grades 1-12

(3) Special education

(4) Vocational education

(5) Compensatory education

d. Charge the Department of Public Instruction with the

responsibility for developing processes and mechanisms

through which programs are approved in local school dis-

tricts before funds are allocated for the program and for

conducting program audits to provide adequate assurance

that programs are being conducted consistent with the con-

ditions and descriptions specified at the time of program

approval.

e. Enact amendments to the State School Pro ert Tax Control

Board statute which will, upon proper documentation, permit

districts to raise the revenue required to open new buildings.

Provisions for implementation of this recommendation should

require that "new" costs be clearly identified and itemized

when the request for approval is submitted to the State

School Property Tax Control Board.

f. Com ute a distri'..t's allocation on the basis of the ADM in

the current, or immediately prior, year, whichever is larger.

The practice of allocating funds to local districts for

pupils who have not been in the school district for two or

.^

A on
.4: .L7
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more years in unsound from both fiscal and educational

management standpoints. Granted, a district may not bi-:

capable of making immediate adjustments in its operation

because of declining enrollments; however, a one-year grace

period in which to gear down appears reasonable.
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BASIC STATE PROGRAM.

State school support programs should provide the impetus for the

establishment of programs for all groups of children, including kinder-

garten, special education for exceptional children, vocational education

programs, and identified remedial programs. The incorporation of these pro-

grams into the state funding mechanism is necessary, first, to create

greater opportunities for definitive classes of students with special

needs, and second, tJ recognize the higher than normal costs associated

with various special programs. Ideally, the primary determinants on which

to base the allocation process would be the level of need of individual

pupils, the programs required to meet those needs, and the allocation of

funds required to support the programs.

The key factor in a state educational finance system is the manner in

which it creates adequate and equal educational programs for all pupils in

all districts in a state. Some state school finance programs have ignored

the basic educational program considerations and have been diverted to

such peripheral considerations as salaries for administrators and super-

visors, recognition of teacher training and experience (which may serve

to perpetuate the imbalances in staffing patterns among school districts),

allocations for maintenance and operation, and recognition of other factors

which serve to inhibit the freedom of local school districts in the

organization and operation of educational programs. Few states have

devefoPed methods of financing which are centered on the educational needs

of children and the programs and funding required to accommodate those

needs.

rMtn
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Desirable Features of a State School Finance Program

The desirable features of a state school finance program can be

summarized as follows:

1. The allocation formula should accommodate the educational needs

of all children in the state irrespective of their district of

residence and the incidence of wealth in that district.

2. An adequate level of funding should be provided for each pro-

gram, but this should not restrict the local determination of

program alternatives to provide the service.

3. The funding program should represent a comprehensive and

coordinated package with all elements of the program related

to other elements. Certain programs should not be isolated

in the funding formula so that advocacy groups Arise which

ignore the responsibility of the state to provide adequately

funded educational programs for all children.

4. The program should lend itself to evaluation and accountability

and provide adequate assurances to the citizenry that funds

are being expended in accordance with legislative intent.

Fiscal Ability_

A comprehensive and equitable state school financing system must

have four essential elements. First, it should have procedures which

provide for an adequate determination of the fiscal ability of each local

school district and should adjust each district's allocation in terms of

that district's relationship to the standard established for the state.

No child should be educationally disadvantaged because of the fiscal in-

capacity of his district of residence. Variations in wealth of school

districts should be properly measured and fully equalized.

r.".4

L
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The long established role of the State Board of fax Commissioners in

Indiana and the equalized values provided through that agency enable Indiana

to meet the major portions of this criterion.

Effort

second, the adequacy of funds for a child's educational opportunity

should not be compromised by the local citizenry's lack of educational

aspirations as reflected in the local tax rate or effort, nor should edu-

cation be funded at the mercy of local political interests.

On this measure, Indiana is somewhat lacking because of the low level

of the basic grant in the foundation program and the low level of effort

being made in some school corporations.

Educational Needs

Third, a finance formula should recognize as nearly as possible, the

individual educational needs of all children throughout the state. While

it is, of course, impractical or impossible to finance each child's educa-

tion individually, it is nevertheless fully within the realm of feasibility

for the state to finance many different types of educational programs with

widely varying costs by simply recognizing the programmatic costs in the

state formula. To assure that each child has an adequate educational

opportunity, each local district must identify children with various types

of educational need and provide appropriate educational programs. The

state must then respond to this situation by making formula adjustments

that recognize the varying costs associated with different programs.

On this measure,. Indiana is somewhat lacking because the primary pro-

grammatic adjustments are associated with special education, and these

0-1,3
,.?
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adjustments are directly related to the salary paid to the teacher in the

district and the assignment of a teacher to the program rather than any

measure of efficiency of program operation or instructional arrangement.

Cost of Delivering Education

The fourth element necessary to provide maximum equity and treatment

is for the state to provide greater funding to those school districts that,

because of the high cost of delivering education, cannot provide equal ser-

vices. In districts which must spend more to provide equal services, the

state should fully supplement the differences. Care should be taken not to

provide additional funding to local school districts simply because they

choose to sp,:nd more for education. Under no circumstances should a

differential be allowed for the cost of delivering education until proper

research has provided adequate assurances that such high expenditures have

not been created by greater district wealth rather than by conditions

requiring high costs.

The present Indiana program makes no provisions for this criterion,

and data are not presently available which would permit this type of adjust-

ment. The problem is further complicated in Indiana because of the exis-

tence of 305 school districts and the difficulties of assigning a cost of

delivering education factor to each of those districts.

Existing Indiana School Finance Programs

The 1973 Indiana General Assembly made several dramatic changes in

the methods of funding local public schools. The primary intent of these

changes was to lessen reliance on the local property tax for school funding.

A quotation appears appropriate as a prelude to this section of the

report: "One statehouse fiscal expert remarked late in 1972 that the most
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crucial aspect of Indiana local school finance policy was not allowing

the three people who understood it to fly in the same airplane. That

was before the 1973 tax package, and if the structure was complex before

1973, it is doubly so now."1

The following treatment of existing state-local school finance arrange-

ments is somewhat general in that all of the minute technicalities are not

discussed. Rather, the intent is to explain major elements of the funding

mechanism using nontechnical terminology as much as possible.

State Support for Current Operations

Basic Grant. Proceeds from the basic grant are to be used for current

operating expenses (General Fund) by schcol corporations. This grant pro-

gram assures that $445.00 is available for each pupil in average daily

attendance (ADA) in participating school corporations; the combination of

state monies and local property tax receipts provides the $445.00.

The steps used to calculate the basic grant distribution include the

following:

1. Multiply $445.00 by the school corporation's 1972 teacher training

and experience index (often called the "tuition factor") to ob-

tain "adjusted per pupil allowance."

2. Compute the local corporation per pupil share by multiplying

$2.15 by each $100.00 of adjusted assessed valuation and then

dividing by average daily attendance.

3. Subtract the per pupil local share from the adjusted per pupil

allowance to determined the per pupil state share.

4. Multiply the state share by a state-determined ratio of 1974-75

1Donald W. Kiefer, The Indiana Business Review (Bloomington, Indiana:

Indiana University, Division of Research, School of Business, October 1974),

P. 12. s-
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local tuition factor compared to the state average tuition factor

to determine the state basic share per pupil in ADA.

5. Multiply the state basic share by average daily attendance.

school corporations are entitled to use the lesser of the 1972-73 or

1974-75 local per pupil share, and also can use the greater of the 1972-73

or 1974-75 average daily attendance figures to determine the total amount

of the grant. These measures are designed to assure that local corporations

are entitled to as much state support from the Basic Grant in 1974-75 as was

the case in 1972-73.

supplemental Grant. This grant is available to districts with

adjusted assessed valuation of less than $8,214.00 per pupil. Proceeds are

to be used for current operation and placed in the General Fund. The

supplemental grant assures districts of an additional $230.00 per pupil

if they levied a total General Fund tax rate of $4.95 in 1973. Proportional

reductions are made in the amount of this grant if local tax effort in 1973

resulted in a General Fund rate of less than $4.95..

Computation of this grant is based upon $230.00 per pupil, less the

proceeds of a tax rate of $2.80 per one hundred dollars of adjusted assessed

valuation per pupil in average daily. attendance. Effort is adjusted by

determining the extent to which the 1973 General Fund tax rate exceeded

$2.15, divided by $2.80. If a district had an adjusted assessed valuation

of $6,000.00 per pupil and had taxed itself to the maximum ($4.95), its

entitlement would be $62.00; if its General Fund rate had been only $4.50,

its entitlement would be $52.08.

Supplemental Flat Grant. The obvious intent of the 1973 legislation

was to hold property tax levies for the General Fund to the amount raised

in 1973. Increases in school operating expenditures were to be funded by

the state; the supplemental flat grant was to provide these funds.
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For the 1975 budget year, each district is scheduled to receive $77.00

per pupil enrolled on September 13, 1974. The corresponding figure for

1974 was $38.00 per pupil.

Special Education. Approved programs for handicapped children are

partially reimbursed by the state. Fifty percent of salaries of all special

education teachers, special education administrators, and psychological

services personnel is reimbursable. Seventy percent of .the cost of sppech,

occupational, and physical therapy programs is reimbursable, and 80 per-

cent of homebound instruction costs.

Districts historically have not received the entire amount of their

entitlements as ,Thtermined by the reimbursement schedules; instead, a

percentage of the claim has been paid depending upon the adequacy of state

appropriations. Detailed information is. presented in Table 1-1.

Handicapped pupils are counted to determine corporation entitlements

for the basic grant, supplemental grant, and the two flat grants. There-

fore, the special education funding programs are designed to help absorb

part of the excess costs associated with classes for exceptional children.

Vocational Education. Approved vocational education programs are

eligible for state reimbursement. Expenses for instructional salaries,

equipment, and travel may be included.

Pupils in vocational classes are counted in the determination of the

number of pupils for the basic grant, the supplemental grant, and the

supplemental flat grants. Vocational education grants thus are for the

purpose of absorbing a portion of the excess costs associated with vocational

programs.

Actual state funds for vocational education are quite limited. In

1974 it was estimated Lhat only 7 percent of vocational education costs in
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the secondary schools was funded by the state. Some federal funds are

available for these programs and are distributed through the State Depart-

ment of Public Instruction.

Distressed School Fund. Legislative appropriations have been made to

provide additional assistance to corpoLlsions showing a need for emergency

financial relief. The State School Property Tax Control Board makes the

decisions regarding which applicants are eligible and amounts to be granted.

Corporations receiving these funds for 1973 and the amounts received are

shown in Table 1-2.

Summary of State Support. School corporations are entitled to receive

funds from several state grant programs. The following data are included

to show key elements of the state programs for two hypothetical school

corporations, District A and District B.

District A District B

Wealth Per Pupil (AAV/ADA) $ 7,000.00 $10,000.00
Tuition Factor (TF) 1.00 1.00
1-12 Average Daily Attendance (ADA) 3,800 3,800

K-12 Average Daily Attendance (ADA) 4,000 4,000
A Day's Membership (ADM) 4,200 4,200
1973 General Fund Rate 4.95 4.95
Transportation:

Wealth Factor 1.30 1.00
Sparsity Factor .90 1.80
Pupils Transported 1-1/2 Miles or More 2,000 2,000

District A Entitlement

1. Basic Grant - 445.00 less local share of $150.50 =

state share 'ot $294.50 per pupil in K-12 ADA = $ 1,178,000

2. Supplemental Grant - $230.00 less local share of
$196.00 = $34.00 per pupil in K-12 ADA 136,000

3. Suppllmental Flat Grant - $77.00 X ADM 323,400

4. Flat Grant - $40.00 X 1-12 ADA = 152,000

5. Transportation - $20.00 X 1.3 X .9 X 2,000 46,800

Total $ 1,836,200
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District B Entitlement

1. Basic Grant - $445.00 less local share of $215.00 =

state share of $230.00 per pupil in K12 ADA $ 920,000

2. Supplemental Grant - $230.00 less local share of
$2.80 X $10,000 + $280.00 no grant

3. Supplemental Flat Grant - $77.00 X ADM 323,400

4. Flat Grant - $40.00 X 1-12 ADA . 152,000

5. Transportation - $20.00 X 1.0 X 1.8 X 2,000 72,000

Total $ 1,467,000

The entitlements for Districts A and B are for the major elements of

state support. In addition, each district might be eligible for grants for
4

summer sghdOl, evening school, and vocational and special education programs.

Considerations for Indiana

The present Indiana program might be characterized as consisting of

an underfunded equalized basic state aid program supplemented by (1) a flat

grant that provides partial relief for increased local school costs and

(2) an equalized supplementary grant for districts of low wealth. An out-

growth of the proposed program would be a single computational process that

would recognize educational need variations among school districts and also

provide a funding formula structure that would not have to be revised at each

session of the Indiana General Assembly. Rather than perpetuating the

inequities of the present program through a series of Supplemental grants

and categorical programs, the proposed funding structure would facilitate

the development of special education and vocational education programs in

all school corporations within the state.

In the design of state support programs, various advocacy groups

naturally seek to assure that programs in which they have an interest will

receive adequate amounts of state and local funds. Indiana's support for

30



special education programs has been at a higher level than that for voca-

tional education. One basic reason may be related to mandatory legislation

which requires local school districts in the state to provide programs for

pupils with various types of physical and psychological handicaps. Con-

siderable progress has been made in serving pupils with need for special

programs, but the need still exists for further expansion of special edu-

cation programs. The number of pupils served in-1973-74, the potential

number to be served, and the number not being served are shown in Table 1-3.

In enacting mandatory legislation, the legislature assumes an addi-

tional moral obligation to provide adequate funds for support of those

programs. In planning programs for all handicapped children, whether as

a result of legislation or court decree, two very basic factors must be

acknowledged:

1. Special education programs cost more than programs for regular

classroom pupils.

2. Many local school districts have a pupil population base too

small to provide economical and efficient programs for all handi-

capped children.

State legislatures have three basic options in designing programs

to support special education programs:

1. Payment of the excess cost of the program above the cost for

educating a regular child.

2. Funding on a classroom teacher unit basis with a uniform amount

being provided for each local school district qualifying for a

classroom teacher unit.

3. Funding on a weighted pupil basis with the district receiving

through state and local funds a uniform amount per exceptional

child with various handicapping conditions.

3t
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State statutes and court decisions have expanded the concept of the

state having responsibility to provide educational opportunities for all

children to encompass the full range of programs for exceptional children.

Granted, the lack of well-established programs has resulted in greater

attention being given*to that portion of the total school program; however,

the basic question is whether the state has a greater responsibility to

fund the program for the special education child than for the regular

v.hild. The same basic argument can also be extended to kindergarten and

vocational educati:n. The advocacy group for special education, the Council

for Exceptional Children, has recommended the following:

The costs of educating a handicapped child beyond that
of educating a non-handicapped child should be assumed
by state government. However, the child's district
of residence should be required to assume an expendi-
ture for the child equal to that expended for a non-
handicapped child, regardless of where the child
receives an education.2

The recommendation of the Council gathers support when one considers

that variations among districts can be found in the prevalence rates for

the handicapped and that parents of a handicapped child often migrate to

locations where their child may receive the necessary education and services.

Various alternatives are available in the design of state school

support programs to assure that adequate funds are provided for students

in exceptional education programs. The payment of the excess cost or the

payment of a portion of a teacher's salary associated with the program may

appear to have some merit, but it should be recognized that the residual

not reimbursed by the state must be borne by the local taxpayers. Quite

often this results in extensive expansion of programs in districts with

2Frederick Weintraub et al., State Law ,ulaELE21192ELEilisaini
Children: Issues and Recommendations (Arlington, Virginia: Council for

Exceptional Children, 1971), p. 64.
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adequate fiscal resources, but districts with limited fiscal resources

often do not have the necessary funds to support the residual not funded

by the state. The comprehensive funding api.r.Ach proposed in this study

assures that each school corporation in the state will have sufficient

funds to support the program at the standard cost level or the amount

recognized in the state school support program.

Indiana's assumption of responsibility for accelerating the develop-

ment of vocational education programs in local school corporations has been

somewhat limited. The current level of state funds is approximately $2

million. Statutes enacted during the 1974 session did provide a structure

through which funds could be allocated to vocational education programs;

however, the program was not funded. The same amount of dollars per pupil

was to be provided for equal amounts of time spent in each vocational edu-

cation program irrespective of the necessary variations in the level of

expenditures required to support the program. Rather than allocating funds

on the basis of the gross number of pupils participating in vocational

education programs, a more logical approach would be to recognize the vari-

ations in costs associated with different programs and allocate funds on

that basis. The proposed funding mechanism provides for varying levels of

funds for different programs. The indexes have been developed as a result

of comprehensive research in a selected national sample of school dis-

tricts as well as extensive and replicated studies in individual states.

Comprehensive studies of the number of secondary pupils needing vocational

programs, but not being served, were not available. However, data in

Table 1-4 from a national study indicated that only about 50 percent of

the potential vocational education pupils were being served.
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In the previous paragraphs considerable attention has been devoted

to funding alternatives for special education and vocational education

programs; this emphasis should not be construed as suggesting that the

state has higher levels of responsibility to these programs than to

kindergarten, regular, or compensatory programs. The true responsibility

of the state is to devise and assure funding for an allocation system that

will provide an adequate level of funds to support programs for all pupils,

whether they be seeking vocational, college preparatory, or general educa-

tion programs.

Measures of Educational Need

The varying educational needs of children plac3 diverse educational

cost burdens on local school districts. There is general public acceptance

that physiological and psychological conditions and occupational goals

dictate that varying types of educational programs be provided for dif-

ferent children. Various research studies have also revealed that different

amounts of funds are required to provide differing programs, with some having

costs which are considerably higher than others. Studies in several states

have indicated that the educational needs of children can be assessed,

programs can be identified, and cost differentials or pupil weightings can

be applied to the various programs. This procedure has resulted in the

establishment of minimum cost levels for a state upon which all funds for

programs may be computed. In the computational process expenditures for

instructional salaries and other current expense items can be identified

and included in the composite cost of the educational program. Normally,

transportation, capital outlay, and debt service expenditures have been

excluded from the computational process.

36
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By calculating a district's entitlement on the basis of weighted

participating pupils, the amount of funds for which a district is eligible

is based on an allocation for each pupil with an "add-on" weight being

provided for the pupil's participation in a program other than the regular

program. Double counting of pupils is eliminated, and the allocation is

based on a standard cost factor associated with the programs in which the

child is participating. The benefits of the weighted participating pupil

approach can be summarized as follows:

1. Local school districts are encouraged to explore alternative

instructional methods based on educational needs because

greater flexibility is provided in program operation when fund-

ing is based on the pupil to be educated rather than on numbers

of teachers, numbers of supervisors, or a standardized self-

contained classroom unit.

2. A uniform and comprehensive system of funding is established

for all local school districts within a given state. Variations

in allocation are dependent only on the differences in educational

need among children and the differences'in wealth among local

districts, rather than on administrative or organizational arrange-

ments.

3. The cost differential method of weighting pupils increases the

rationality and objectivity of the distribution system because

allocation is based on actual cost analysis of educational pro-

grams rather than on politics, geography, or other extraneous

considerations.

4. A balanced program is created whereby the entire program is

interactive with each component of the unit cost of the basic

tAt
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program; therefore, a definitive relationship exists among all

elements of the educational finance program.

5. Adoption of this system facilitates evaluation by establishing

the basic framework through which programmatic budgeting can be

conducted. Costs of programs are easily identified when the

allocation procedure creates u.full cycle of programmatic funding.

6. Funds are allocated on the basis of the number of 2upils actually

served in a program, rather than on a projection of the number to

be served as used when funds are allocated on an instructional

unit basis, or on the basis of a percentage of the salary paid

to a teacher in each local school district as used presently

for funding special education programs in Indiana.

Cost Differentials

Much of the recent interest in the weighted pupil approach to measuring

educational need in state school support allocation formulas can be traced

to.the research conducted by the National Educational Finance Project. In

Phase I of the project, efforts were made to select a national sample of

repi:,sentative "best practice" school districts, to identify educational

program expenditures in those districts, and to develop indexes or cost

differentials related to each educational program. Sample districts for

the studies were drawn from several states and included a wide variety of

types of school districts. In view of the wide differences in the types

of school districts included in the sample and the fact that they were in

several very different states, strong recommendations were made that the

process be replicated in individual states when a state was interested in

incorporating the cost differential approach into its allocation process

for determining the educational need in various districts within a state.

tiQ
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Following the report on the national study, the staff of the National

Educational Finance Project participated in cost differential studies in

six states.
3

Findings from these studies have been analyzed and consolidated

into a set of'reasonable ramjes for establishing full-time equivalent pupil

weights for various educational programs.

The upper and lower limits for the various programs reflect the extremes

found in the various research studies; data for programs are presented in

Table 1-5. The one area of exception or possible question in the data is

"speech handicapped;" the reasonable range weights may reflect expenditures

on a participating pupil or caseload basis rather than on a full-time

equivalent pupil. If this assumption is correct, the range of the weight

for speech handicapped should be from 6.00 to 10.00. The same problem is

related to the weight for the homebound or hospitalized child; in this

program the range should possibly be from 10.00 to 15.00. In both pro-

grams the data problems are related to the concept of full-time equivalent

pupils which stipulates that a pupil's time will be counted in the program

only when he was receiving actual instruction. The cost differential

method of allocating funds to local school districts has been enacted into

legislation in Florida, Kentucky, New Mexico, Rhode Island, and Utah.

Research data from these states, plus the data from studies in other states,

3
Gerald F. Boardman, K. Forbis Jordan, and Kern Alexander, NEFP

Decision Process: A Computer Simulation (Gainesville, Florida: National
Educational Finance Project, 1971); Financin the Public Schools of
Florida (Gainesville, Florida: National Educational Finance Project,
1973), Financing the Public Schools of Kentucky (Gainesville, Florida:
National Educational r'inance Project, 1973); EinatlEing_thePublic Schools
of Delaware (Gainesville, Florida: National Educational Finance Project,
1973); Financing the Public Schools of South Dakota (Gainesville, Florida:
National Educational Finance Project, 1973); Tish Newman Busselle, The
Texas Weighted Pupil Study (Austin, Texas: Texas Education Agency, 1973);
and !41.sissilliEui:ilicsciance (Jackson, Mississippi: The Governor's
School Finance Study Group, 1973).
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TABLE 1-5

NATIONAL EDUCATIONAL FINANCE PROJECT REASONABLE RANGE COST
DIFFERENTIAL SCALE FOR ESTABLISHING FULL-TIME EQUIVALENT

PUPIL WEIGHTS FOR VARIOUS EDUCATIONAL PROGRAMS

Educational Programs
(1)

Reasonable Range
(2)

Kindergarten 1.05 - 1.30

Grades 1-2 1.00 - 1.30

Grades 3-8 1.00

Grades 9-12 1.10 - 1.50

Exceptional Education
Educable Mentally Retarded 1.50 - 2.50

Trainable Mentally Handicapped 1.60 - 3.00

Physically Handicapped 1.50 - 4.00

Learning Disabilities 1.50 - 2.50

Emotionally Disturbed 1.60 - 3.70

Multiple Handicapped 1.65 - 2.29a

Homebound 2.40 - 2.60

Speech Handicapped 1.18 - 1.62a

Mentally Handicapped 1.49 - 2.33a

Compensatory Education
Remedial Reading (Grades 1-6) 1.60 - 2.40

Vocational-Technical Education
Business Education 1.40 - 1.80

Distributive Education 1.40 - 1.50

Trades and Industries 1.50 - 2.90

Health Occupations 1.40 - 2.70

Agriculture 1.60 - 2.60

Home Economics 1.40 - 1.70

Source: Financing the Public Schools of South Dakota (Gainesville,

Florida: National Educational Finance Project, 1973), p. vii.

aReasonable ranges taken from Financing the Public Schools of

Kentucky. (Gainesville, Florida: National Educational Finance Project,

1973), p. 6.
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will provide additional insights into the appropriate level of weights

for specific programs.

Weights are normally developed from current operating expenditures

per pupil, including the fiscal accounting categories of administration,

instruction, operation and maintenance of school facilities, fixed charges,

and other school services. Expenditures for capital outlay, transportation,

food service, and debt service are excluded from the analysis.

In 1974 the Institute for Educational Finance at the University of

Florida conducted a study of cost differentials for the Florida Department

of Education. The purpose of this cost analysis in twenty-four school

districts war: to provide data to be used in examining the weights which

had been incorporated into the Florida Educational Finance Program enacted

in 1973. The aggregated cost differentials are shown in Table 1-6.

Only one study hao been conducted using the participating pupil

instead of full-time equivalent pupils. Average weights were computed by

the Texas Education Agency staff, with the assistance of the National Edu-

cational Finance Project; these data are shown in Table 1-7. The study

was based on actual program costs per participating pupil in a sample of

twenty-eight "good practice" Texas school districts. The cost indexes

were based on 1970 -71 current expenditures, excluding expenditures for

capital outlay, debt service, transportation, and food service.
4

In addition to the studies conducted by the National Educational Finance

Project, :.veral studies have been conducted on a smaller scale in research

efforts at various universities. One particular study was conducted at

Ball State University and was based on data secured from a random sample

of eighteen Tmdiana school districts. Cost differential indexes were

4
Busselle, op. cit.
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TABLE 1-6

FLORIDA PER PUPIL WEIGHTS FOR 24 SAMPLE
DISTRICTS COMBINED FOR SCHOOL YEAR 1972-73

Educational Program

Aggregated Co,t
Differential Index

for 24 Sample
Florida Districts

Basic Programs
Kindergarten-Grade 3
Grades 4-10
Grades 11-12

Special Programs, Exceptional Studentsa
Educable Mentally Retarded
Trainable Mentally Retarded
Physically handicapped
Physical and Occupational Therapy

1.04

1.00

1.20

1.82

2.12
2,.18

5.58

Speech Therapy I 3.72

Deaf 2.33

Visually Handicapped I 14.15

Visually Hancicapped 2.59

Emotionally Disturbed I 4.10

Emotionally Disturbed 2.34

Socially Maladjusted 1.92

Special Learning Disability I 4.48

Special Learning Disability 2.13

Gifted I 1.33

Hospital and Homebound I 7.20

Special Vocational-Technical Programsb

Trades and Industries 2.00

Agriculture 1.93

Vocational Office Education 1.85

Home Economics (All Categories) 1.67

Distributive Education 1.84

Health Occupations 1.79

Special Adult and General Education Programs
Adult Basic and High School 1.14

Community Service 1.07

Source: Cost Factors of Educational Programs in Florida (Gainerville,

Florida: Institute for Educational Finance, 1974), p. 54.

aSpecial education programs for exceptional students marked with

an I (one) represent part-time programs averaging seven hours in a 25

hour school week.

bSpecial vocational-technical program cost indexes represent the
average of the aggregated cost indexes for each vocational-technical

program category.

<12
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TABLE 1-7

TEXAS PARTICIPATING PUPIL WEIGHTS FOR
VARIOUS INSTRUCT-UNAL PROGRAMS

Programs Participating Pupil Cost Index .

(1) (2)

Add-On

(3)

Early Childhood Special Education 1.26 .26
Kindergarten 1.05 .05
Elementary 1.00 --

Middle School 1.12 .12
High School 1.28 .28

Special Programs Elementary Middle High
School School School

Speech Handicapped 1.35 1.52 1.57 . .57

All Other Handicapped 2.21 2.30 2.71 1.71
Low Income 1.37 1.38 1.51 .51

Non-English Speaking 1.77 1.67 1.67 .67
Migrant 1.47 1.51 1.81 .81

Argiculture 1.37 1.56 .56

Homemaking 1.21 1.38 .38
Trades and Industry 1.29 1.47 .47

Office, D.E. and Health 1.24 1.42 .42

Cooperative 1.23 1.41 .41

Handicapped Vocational 2.31 2.64 1.64
Coordinated Vocational,-
Academic Education 1.59 1.82 .82

Source: Column 2--Tish Newman Busselle, The Texas Weighted Pupil Study
(Austin, Texas: Office of Urban Education, Texas Education Agency, 1973),
p. 32. Column 3--Computations for the purposes of this study.

computed from an analysis of the current operating costs per full-time

equivalent pupil in average daily membership for the school year 1971-72

using the basic elementary program in grades one through six as the index

of 1.000. Findings of this study are shown in Table 1-8.
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TABLE 1-8

INDEXES OF MEAN NET CURRENT OPERATING EXPENDITURES PER FTE
PUPIL IN ADM 13Y SELECTED PROGRAM CATEGORY FOR A RANDOM

SAMPLE OF INDIANA SCHOOL DISTRICTS

Eaucational Programs
(1)

Cost Index
(2)

Prekindergarten and Kindergarten

Elementary-Grades 1-6

Secondary-Grades 7-12

Mentally Handicapped

Physically Handicapped

Compensatory Education

Vocational Education

1.271

1.000

1.095

2.559

2.821

1.633

1.256

Source: Donald E. Embry, Program Cost Differentials for State Financing of
Indiana Public Schools (Ed.D. dissertation, Ball State University, 1973),
p. 81.

Under the auspices of the Governor's Office for Educational Research

and Planning and the Texas Education Agency, a cost differential study was

conducted in Texas in 1974.
5

The sample consisted of forty-one school

districts. A reputational selection process was used to assure that the

districts had programs which were representative of good educational

practices in the state and also were sufficiently comprehensive to provide

a balanced funding pattern for all educational programs being provided in

the local district. Summary data from this study are presented in Table 1-9.

5Lynn Moak, Educational Program Cost Differentials in Texas (Austin,
Texas: Texas Education Agency, November 1974).
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In an effort to avoid problems associated with labeling pupils, to

facilitate program revisions and modifications, and to increase flexibility

in local school districts, some attention has recently been devoted to

using a delivery system approach instead of a program method in designing

a weighted pupil allocation system. The Massachusetts State Board of Edu-

cation has proposed a program which includes the following categories with

full-time equivalent pupil weights as indicated.

TABLE 1-10

FTE WEIGHTS IN RECOMMENDATIONS OF MASSACHUSETTS
STATE BOARD OF EDUCATION

Program Weight

Regular Day Program 1.00

Bilingual 1.40

Regular Education Program with Modifications
(25 to 60 percent in special classes) 2.50

Substantially Separate 3.50

Full-time Day School (Exceptional Education) 5.00

Residential Program 6.00

Specific Occupational Training 2.00

Career Development 1.40

Career Awareness 1.10

NNMOINININEgfINI.N.IINNIMIN

This approach represents a significant departure in programmatic

arrangement for funding purposes. State education agency approval would

still be required for offerings fitting into the various programs, but



44

the structure is much more open because of the absence of traditional pro-

gram titles.

The similarity in the research findings among the various states

suggests that sufficient research has been conducted to permit states to

enact a cost differential allocation process without engaging in extended

and costly research. The basic program is more related to the willingness

cl the legislature to provide a process through which periodic adjustments

can he made in the allocation indexes to facilitate the improvement of

educational programs and to prevent the weights from becoming so institu-

tionalized that they serve as a barrier to educational change in the same

manner as the classroom unit approach to allocation has in some instances.

Measures of Fiscal Capacity

One of the most illusive problems in designing state school support

programs has been the determination of an equitable measure of local fiscal

capacity. The term "fiscal capacity" refers to a quantitative measure

intended to reflect the resources which a taxpaying jurisdiction can tax

to raise revenue for public purposes.
6 Principal sources of public wealth

subject to taxation have been property, income, and sales.
7

If a level of

government has the power to tax all of these sources, experts have been

in general agreement that the sources can then be used in developing the

indicator of wealth, or measure of fiscal capacity, for that level of

government. Since real property has been the primary tax base available to

6R. L. Johns, S. K. Alexander, and D. H. Stollar, Status and Impact
of School Finance Programs, vol. 4 (Gainesville, Florida: National Educa-

tional Finance Project, 1971), p. 122.

7Richard A. Rossmiller, James A. Hale, and Lloyd E. Frohreich, Fiscal
Capacity and Educational Finance, Special Study No. 10 (Gainesville,

Florida: National Educational Finance Project, 1970).
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local school districts, most state support programs have used equalized

property value per pupil in average daily attendance (ADA) or average

daily membership (ADM) as the common measure of wealth among local school

districts.
8

No single measure is wholly adequate for describing the ability of

a community to support education.
9

Even though the district may only be

.permitted to tax property, actual payments for that tax must be made from

income. As greater attention has been devoted to municipal overburden and

other financing problems in urban areas, some consideration also has been

given to utilizing the totil municipal tax rate as an adjustment in a

measure of local fiscal capacity. The net effect of including this factor

has been a reduction in the relative wealth position of urban school dis-

tricts when compared to all districts in a state. Cities usually have

had a higher total tax rate for all governmental services than rural and

suburban districts throughout a state.1°

Attributes of a Measure

One of the attributes of a measure of fiscal capacity for a school

corporation is that the measure should be predictive of the corporation's

ability to support education; the measure should reflect the degree to which

8Clyde H. Reeves, 1968 School Finance Law Handbook (Evanston, Illinois:
National School Boards Association, 1968).

9 R. L. Johns, S. K. Alexander, and K. F. Jordan, eds., Financing
Education, Fiscal and Legal Alternatives (Columbus, Ohio: Charles E.
Merrill Publishing Company, 1972).

10Leroy J. Peterson et al., Economic Impact of State Support Models
on Education (Madison, Wisconsin: University of Wisconsin, School of
Finance, 1963).
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the community can supply the funds which are required to support public

services.11 A high incidence of property wealth in a taxing jurisdiction

does not necessarily indicate that the school corporation also has avail-

able resources from which to pay the levy.

In view of the current freeze on local property tax levies, no con-

sideration was given to the development of alternative measures of local

fiscal capacity. The experience of the consultants in other states indi-

cates that the inclusion of an income factor in calculating a local

corporation's fiscal capacity would inevitably lead to a reduction in

required local effort in some corporations and an increase in others. As

a result, some local school corporations would be confronted with a net

loss in available revenues through the inclusion of income in the determina-

tion of the fiscal capacity of local school corporations.

The capacity measure should reflect the relationships between revenue

sources and the characteristics of the population. A common pattern has

been to determine the local corporation's relative position by dividing

that district's wealth by the ADA, ADM, or a similar measure. Some support

has been expressed for using total population or school age population as

the divisor; however, each choice has certain public policy implications.

Careful consideration should be given to the impact of various choices on

individual districts and the resultant equity implications. Any capacity

measure should be based on some index of population so that the measure

may be utilized and also be comparable among local school corporations

within a state.

11Paul R. Mort and Walter C. Reusser, Public School Finance: Its

Background, Structurt and Operation (New York: McGraw-Hill, 1951).

4r1-
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Measurement Units for Fiscal Capacity

An addition4l policy issue is the determination of the units by which

the wealth of a school corporation will be measured. One option is for

the corporation's total wealth to be compared to the state's total wealth;

an additional choice is to identify a factor which reflects some measure of

need. A different result may be achieved depending on whether total wealth

is compared to wealth per ADM, wealth per ADA, or wealth per capita. A

school corporation may appear to be affluent if no wealth divisor is em-

ployed or if relative wealth is determined by dividing by ADA; however, the

same school corporation may become, in relation to other school corporations,

much poorer if ADM, total population, or some weighted pupil standard is

used as a divisor.

Among the alternative units of measure which may be used to assess the

educational needs of a school corporation are the following: ADA, ADM,

population, proportion of total wealth, school-age child, school attending

child, weighted ADA (WADA), and weighted participating pupil (WPP).

Average Daily Attendance. Average daily attendance has been the typical

measure used as the divisor in many state support programs to calculate a

school district's relative wealth. The aggregate number of days in attendance.

for a given period of time is divided by the number of days in the period,

and the result is the ADA for the school district. The method rewards the

district which has the highest percentage of attendance and encourages

districts to take positive action to assure that absenteeism is kept to a

minimum. As an end result, the state school support program is used to

enforce compulsory attendance laws.

Even though this measure may appear to have some merits in that the

district is rewarded for having pupils in attendance, the measure may



48

actually have little relationship to the ability of the district to support

education. If significant portions of the district's school age population

are attending nonpublic schools, the measure may not reflect the district's

fiscal capacity. If large numbers of the students are culturally deprived

and their parents do not encourage them to attend schools, the measure may

not be indicative of the district's population to be served. Also, if the

age distribution of the total population departs from the norm for the state,

the measure may be deficient.

Average Daily Membership. This measure is very similar to ADA except

that the aggregate days membership is used as the divisor rather than the

aggregate days of attendance. The problems of using the measure as a vehicle

to enforce compulsory school attendance and to cope with low attendance of

culturally deprived children have been removed. As with ADA, no recognition

is given to districts with a higher than state average percentage of population.

in nonschool-attending age categories or those with a higher than state average

percentage of pupils attending nonpublic schools.

Population. A third alternative is to use total population as the

divisor. This option provides for recognition of demand for all governmental

services in the calculation of a local school district's fiscal capacity.

The incidence of pupils of school age or attending school is not recognized.

Support for this alternative may be found among those who contend that the

funding of school support programs should not be considered independent of

the total demands for governmental services. Others might contend that the

purpose of the school support program is to provide funds for education;

therefore, the measure should be oriented toward a unit of need which is

related to the provision of educational services. This approach has
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some rather profound effects, depending upon the differing relationships

between the number of students and the total population among school

districts.

An additional problem with this measure is that the only source of

reliable data will be the decennial census, and even that information ..iften

is not reported in a pattern which conforms to local school district

boundaries. This is especially pertinent in Indiana, for school corporation

boundaries are not uniformly coterminous with those of other governmental

units. Steps are being taken to resolve the latter problem, but the data

are not presently available on an annual basis.

Proportion of Total Wealth. A limited number of states compute a

local school district's fiscal capacity on the basis of the district's propor-

tional share of the total wealth of the state. A total local share is

determined for the state and each local district's share of the total

that district's percentage of the total wealth of the state. In contrast

to the previous alternatives, this measure does not recognize either the number

of pupils to be educated or the total population requiring governmental

services. The measure's merits are in its simplicity; it is not dependent

upon local district reports nor on census information which may be outdated.

School-Age Child. A technique for compensating those school districts

with higher than state average percentages of nonpublic school attendance

is to use the number of school-age children in the district as the divisor

.in calculating each local district's wealth. The most obvious problems

with this measure are that it fails to provide any incentive to encourage

the school district to serve its school-age population, that it does not

recognize the total population requiring governmental services, and that

the data must be obtained from either the decennial census or a locally-

52
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conducted school census. For these reasons, little support can be found

for this alternative.

School-Attending Child. If the public policy is to recognize both

public and nonpublic school attending pupils in calculating a local district's

relative wealth, the total number of school-attending children may be used

as the divisor. Most of the negative factors associated with the school-

age child method are alleviated through this alternative. Its chief

handicaps are that reports must be secured from nonpublic schools and

that the state often does not have the manpower to assure that the reports

are accurate. Nonpublic school officials may not be supportive, for they

do not receive any direct reward for filing and rertifyinq the information.

Weighted Average Daily Attendance. The only difference between using

WADA and ADA as the divisor is that the incidence of pupils requiring high

cost programs is recognized in the calculation. Under this alternative,

educational needs of students become a factor in the calculation of a dis-

trict's fiscal capacity. Funding weights for programs are multiplied by the

ADA of the pupils in the program to obtain the WADA for. each local school

district. The demand for other governmental services is not recognized,

nor is the number of pupils attending nonpublic schools. All of the

criticisms associated with ADA also apply to this alternative.

Weighted Participating Pupils. The use of WPP as the divisor permits

the recognition of the educational need factor and the number of pupils in

average daily membership. The calculation process is similar to WADA except

that the number of weighted participating pupils is used as a multiplier.

WPP is subject to the criticisms and merits of ADA, but does represent an

additional refinement. Funding weights for programs are multiplied by the
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ADM of pupils participating in the program. The number of units is an

indicator of the number of pupils served by the program: The addition of

the pupil weights provides for recognition of the variations in cost

associated' with each program. If the state seeks to secure maximum

recognition of the factors associated with educational programs in the

schools, this alternative has ..'onsiderable merit over several of the

other options.

Summary. The previousodiscussion illustrates that no single unit of

measure is obviously preferable to all others. Rather than being an ob-

jective decision, choices must be made in terms of the public policy

position prevalent in a state. If th, 'nit measure of fiscal capacity

is to be neutral of educational need, or if simplicity is the desired goal,

the best measure will be proportion of total wealth. If maximum recognition

is to be given to the incidence of educational need, WPP will be preferred.

If maximum recognition is to be given to the number of pupils attending

nonpublic schools, the choice will be school-attending child. If the

desire is to recognize the demand for all governmental services, population

may well be the best unit of measure. If the intent is to use the unit

measure of fiscal capacity to encourage compulsory school attendance, ADA

or WADA will be selected.

Irrespective of the option which may be selected, consideration should

be given to the simplicity of procedures required to gather the data and

the predicted accuracy of the information. If multiple uses cannot be made

of the data or if they are not easily available, an overly cumbersome syatem

may require excessive paper work in local school districts and extensive

checking from the state education agency. Often, both agencies will have

limited resources and could profit more by devoting their efforts to other

endeavors.
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In determining an appropriate unit measure of local district fiscal

capacity, attention must be given to the necessity for the measure to serve

as a technique for recognizing differences in educational need among school

districts. .Fot this reason, WPP has distinct advantages. Further, the

use of this measure in determining local fiscal capacity and the level of

educational need reduces tFe possibilities of inequities in the calculation

process. The measure is oriented toward the pupil to be served and the

cost of the program which should be provided for him in view of his physical

or psychological ceadition and occupational aspirations.

An analysis was made of selected measurement units of fiscal capacity in

terms of their applicability to Indiana. Pearson correlation coefficients

were computed to determine the relationships between measurement units of

wealth computed by dividing adjusted asses-ted valuation in each school

corporation by a series of divisors. The results are shown in Table 1-11.

:1) correlation wa:: less than .8295, the figure obtained when the product

of adjusted assessed valuation divird by weighted participating pupils

0;.e eompatd to adjusted aaeessed valuation divided by the total population

r.n a district-by-district basis. uf the ten correlations that were computed,

-ear wore ai(Atf2 .'J9. The lowest correlations welt: found when one of the

:..mschool related measure, e.g., population in the 5-17

aqr, group lnd t 1 population. These findings suggest that significant

pell,y miq.t result if Indiana shifted its allocation

system t-.r a meAsure unretatcd to the pupils being served in local school

corporataoa.:.

In r ecmtnit_ioe t.ht: f)roperty tax levy freeze and the effect that a

change the wealth divisor would have or the tax revenues available to local
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school corporations, no consideration was given to the use of alternative

measures. By retaining the required local effort approach, the simplicity

of the present system can be capitalized upon and further simplified by

eliminating the mechanical process of dividing by the number of pupils

and subsequently multiplying to ascertain the amount of funds to come from

state sources.

Cost of Delivering Education

In the development of traditional school aid programs, little attention

has been given to the identification of cost variations among school dis-

tricts for providing the same educational services. The variations in

expenditures per pupil between rich and poor school, or high and low

aspiration, districts have usually been of such magnitude as to mask the

smaller differences which exist due to educational cost variations. It is

not unusual, even today, for fiscal inequalities to create such wide

disparities in expenditures that first and foremost consideration must be

devoted to equalizing access to revenues, or to assuring fiscal equalization.

In terms of equalization priorities, fiscal equalization should be realized,

educational needs should be met through uniform programs and services, and

effort variations should be diminished; then, the cost of delivering edu-

cational services should be used as a correction factor to assure more fully

equalized educational opportunity. The National Urban Coalition has ob-

served that, "wealth, need, and effort being equal, high cost districts

should receive more aid than low cost districts."12 The need for indexes

of educational cost in state aid formulas was recognized by the President's

12John J. Callahan, William K. Wilken, and M. Tracy Sillerman, Urban

Schools and School Finance Reform: Promise and Reality (Washington, D.C.:

The National Urban Coalition, 1973), p. 18.

r-,40
(3*
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Commission on School Finance, "distribution of educational resources equally

requires that the value of the resources at the receiving end be equal."13

Recently the State of Florida, in reforming its state school finance

program, incorporated a "cost of living" factor providing for a cost index

ranging from .90 for low cost districts to 1.10 for high cost districts.14

This index was developed from a price survey of consumer goods and services

in twelve selected Florida counties. Weightings for the price list were

established from data routinely utilized by the Bureau of Labor Statistics

(BLS)., Data from the twelve sample counties were used to establish a

regression plane estimating the price level of the remaining fifty-five

counties in Florida.
15 The resulting price level estimates for each county

were then used as a multiplier in the Florida Educational Finance Act to

determine each local school district's final allocation.

The Florida effort has certainly been a significant step forward in

establishing the rationale for incorporation of a "cost of living" factor;

however, the effort has serious shortcomings. The result of the act has

been to allocate more funds to counties with high family income than to

counties with low family income.
16 To this extent the index has been dis-

equalizing and has made it more difficult for low-income counties to compete

on an equal basis for instructional personnel. Further, the Florida studies

13Schools, People, and Money, The Need for Educational Reform, Final

Report (The President's Commission on School Finance, 1972), 35.

14James C. Simmons, Florida Living Research

Counties Price Level Index (State of Florida, June 1973).

15 R. L. Johns, "The Cost of Delivering Equivalen'. Educational Services"'

(Paper prepared for the National Educational Finance Project, Gainesville,

Florida, 1973), p. 3.

16Ibid.
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on which the indexes were based made no attumpt to establish the actual

differences among school districts in school personnel cost of living for .

the same standard of living. 17 Several major unanswered questions remain

before the cost of living differential concept should be uniformly incor-

porated into state aid programs.

Various studies and analyses of the Florida effort have testified to

the difficulty of identifying a reliable measure for the cost of delivering

education. While equal educational opportunity cannot be fully achieved

until the cost dilemma has been resolved, further damage can be done to an

already inequitable system if cost indexes are established which tend to

reward wealthy districts because they already are in a more favored position.

Careful attention must be given to identifying costs for the same standard

of living. Moreover, the same standard of educational opportunity is

governed to a great extent by teacher supply and demand. A teacher's

selection of a certain school district may be related to a number of

variables, each of which represents a cost function. Cost of living alone

is simply inadequate as a measure of the cost of delivering education. When

a combination of such factors exists such as (a) difficulty of assignment

(combat or battle pay), (b) district location (boredom pay), and, (c) price

differentials (cost of living), all are significant contributors.
18 There

is general agreement that provisions should be made in the state school

finance plan for variations among districts in the cost of living for the

.
same standard of living. However, in the development of educational funding

17Ibid.

18James N. Fox, "Cost of Living Adjustments in School Finance: Righteous

intent, Wrong Technique" (Unpublished paper, 1974), pp. 3-4. See also Harvey
E. Brazier, Adjusting for Differences Among School Districts in Costs of
Educational Output, A Feasibility Study (Washington, D.C.: U.S. Office of
Education, 1974). rc)
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programs, cost variations should reflect only true and valid differentials

and be unrelated to either the personal income per capita or property wealth

of the school district. The state'formula should recognize only those factors

which create inequality of educational services because of variations in

the cost of delivering education.

The appropriateness of incorporating a cost of living differential

in the state aid program for Indiana is somewhat questionable. Basic data

are not currently available which would identify those districts which

should receive additional funds because of the high cost of delivering

equivalent educational services and programs. Development of these data

would require comprehensive study and a considerable investment of public

funds. The annual legislative appropriation in Florida for the conduct

of these studies is in excess of $300,000, and Florida only has sixty-

seven county-based school districts.

Indiana Local School Revenue Sources

Historically, Indiana local school corporations have received a major

portion of their operating revenues from local property tax sources. The

degree of reliance has been related to both the wealth per pupil in the dis-

trict and the aspiration level of the community. State funds for the basic

grant program have been allocated through an equalization formula which has

distributed more funds to districts with less wealth per pupil than to dis-

tricts with higher levels of wealth. This equalization concept has been

acceptet in Indiana for over two decades. An additional established dimension

of the Indiana school support program has been the permissible local property

tax; maximum tax rates have. '^-en adjusted from time to time, but the principle

of local leeway was well established until the enactment of the 1973 tax

package. Local leeway funds remain an essential part of the school support
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program, but local school corporations are restricted in the amount of

funds which they may receive from local property tax sources for current

operation.

The 1973 tax package provided two important features with respect to

local school revenue. The first of these is the provision that General Fund

tax proceeds essentially would be frozen at the level existing in calendar

year 1973. If enrollments have increased since 1973, the base tax levy

can be increased by the percentage growth in average daily attendance. If

enrollments have declined, the allowable levy (base tax levy) is not re-

quired to be reduced accordingly.

Many of the school corporations are experiencing increases in assessed

valuation. The frozen dollar levy means that General Fund rates are declining

as valuation grows. Actual property tax rates are declining substantially

because of property tax credits provided by the State Property Tax Replace-

ment Fund. The overall liability of property taxpayers is reduced by 20

percent because of this revenue which is distributed to counties, rather

than to the taxing unit. It is also possible for county councils to impose

an adjusted gross income tax of .25, .50, .75, or 1.00 perceL .3Ttion

of the proceeds from this tax also is used for property tax replacement.

General Fund Revenue

This fund provides monies which are used primarily for current opera-

tion. The two major local revenue sources for the fund are property taxes

and motor vehicle license exise taxes. Property tax revenues are, in

general, frozen at their 1973 level. There is a statutory provision for

a referendum to permit a corporation to establish an "excessive" tax levy,

but the State School Property Tax Control Board has not yet authorized a

referendum in any local school corporation.

C A.
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Most motor vehicles have been removed from the property tax base.

Local governmental units, including schools, obtain revenues from the

exise tax paid on vehicles at the time they are licensed annually. Changes

in the rate structure and expansion of the number of vehicles subject to

the tax have resulted in most school corporations finding this revenue

source to be significant and annually more, productive. Other local revenue

sources for this fund are for the most part relatively insignificant.

Local Finance and State Agency Relationships

Two state agencies which have direct control over local district

budgets and local taxes are described briefly in the following paragraphs.

State School Property Tax control Board. This agency hears appeals

regarding changes in school budgets and appeals for emergency financial

aid. Recommendations are made by the Control Board to the Board cf Tax

Commissioners. Appeals from budget decisions or the county tax adjustment

boards also go to the State School Property Tax Control Board. This board

is empowered to make several recommendations to the State Board of Tax

Commissioners. The Control Board may recommenu that a budget, tax levy,

or tax rate be approved without change, reduced, or increased, and also

may approve a referendum for an excessive tax levy.

The State School Property Tax Control Board also is empowered to

decide if it is necessary for a school corporation to receive emergency

financial relief in the form of grants, loans, or advances of state funds.

In the area of capital outlay the State School Property Tax Control

Board must approve establishment of a Cumulative Building Fund, bond

issues, and lease-rental agreements. The Control Board must also examine

the school building occupancy program of every school corporation not

less than once every five years.

C



60

State Board of Tax Commissioners. This agency oversees the assess-

ment of taxable property and reviews budgets of all local taxing units.

Each school corporation presents and defends its budget at a hearing

held by the Board. All budget related appeals ultimately are decided by

the State Board of Tax Commissioners, and the Board's decisions are final.

An additional responsibility of the State Board of Tax Commissioners

is to conduct periodic sales ratio studies of real estate transactions

in each local school corporation. From these data the Board develops

an adjustment factor or ratio which is subsequently used in calculating

each local school corporation's required local effort level for partici-

pation in the basic grant portion of the state school support program.

Problems Identified Through Hearings

One phase of the study included conducting a series of four hearings

in different parts of the State of Indiana. Testimony was rather consistent,

but the presenters were largely restricted to local school officials,

spokespersons for teacher groups, representatives of educational interest

groups, and advocates for farm interests. Among the items advocated by

the various groups were the following:

1. Retention of the current restrictions on property tax levies.

2. Use of personal income as a measure of local school corporation

wealth per pupil.

3. Desirability of shifting all pupil counts to average daily member-

ship instead of the present mixed usage of average daily attendance

and a day's membership.

4. Revisions in the existing transportation support program and the

desirability of establishing a separate local levy for transporta-

tion support.

C3
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5. Increased legislative attention to educational programs and

other activities mandated by the General Assembly, but not

funded in an amount sufficiently high to offset the additional

cost accruing to local school corporations. (A specific

example is special education.)

6. Inclusion of a factor in the state basic aid program which

recognizes the costs associated with educating culturally

deprived and low-income pupils.

7. State aid to offset the impact of inflation on school costs

and the problems associated therewith when a levy freeze

prevails.

Recommended Program

The following basic guidelines were considered in the development

of the recommended program:

1. The existing program for support of current operations is

overly complex and should be simplified.

2. The recommended program should be sufficiently comprehensive

to encompass all major programmatic areas, thereby eliminating

the need for major categorical grants.

3. The level of required local effort should approximate the

General Fund tax rate in the school corporation making the

lowest level of effort.

4. The amount of the basic grant per pupil should be realistic

in terms of the actual level of net current expenditure in

the state.

5. In view of the levy freeze, each local school corporation

should receive additional funds to offset the effects of

Cil
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inflation; however, attention should also be given to increasing

the level of equalization in the total state program.

6. The basic structure and design of the program should lend it-

self to orderly updating so that each session of the General

Assembly is not confronted with the necessity of making major

revisions in the school finance formula.

Malor Recommendations

1. Guarantee that each local school corporation receive at least

$54.00 additional state money per pupil in average daily member-

ship in 1975-76 above the amount projected to be received in

1974-75. Indiana's situation it somewhat unique in that the

pressures of inflation can only be relieved through additional

state funds; local school corporations cannot benefit from the

elasticity and growth potential of the property tax. Even though

a district may be experiencing an increase in its wealth per

pupil, the restrictions of the "freeze" result in additional

property tax relief for local citizens. This condition dictates

that the state provide limited additional funds to all districts

to assure that educational programs are not seriously curtailed

as a result of inflation. This $54.00 additional state funds

per pupil represents a 6 percent increase in available revenue

based on an approximate state average net current operations

expenditure of $900 per pupil in 1974-75.

2. Consolidate the existing basic program, supplemental programs,

and 2iitoonec,rcak91ircateorical_prorarnsirlatedfdinroraiunn.

A major challenge in the design of a state school support program

C5



63

is to devise a system that will assure equitable treatment for

all pupils, whether their interest or need be vocational, special,

college preparatory, or general educational programs. The success-

ful attainment of this level of equity can only be secured through

a coordinated funding program that assures an adequately funded

educational program for each child in the state. Under this type

of arrangement, advocacy groups unite their efforts in support of

the total program instead of seeking support for a single portion

of the program to the detriment of other portions of the total

state support program for all pupils.

3. Useweihtec.atinuilsasthkLLDasica11ocatioriunit.

Under the participating pupil approach to determination of educa-

tional need, each child receives a basic value of 1.00 and then

receives additional weights on the basis of participating in an

educational program beyond the regular program, e.g., special

education, vocational education, kindergarten, or compensatory

education. Illustrations are presented in Table 1-12.

The concept of add-on weights for participating pupils is

significantly different from the full-time equivalent weights

which have been incorporated into state support programs in

Florida, Kentucky, New Mexico, Rhode Island, and Utah. A time

audit of the child's time is not required, and funds are allocated

on the basis of certification that the child participated in the

program. The absence of a time audit does not prrlude the

necessity of a fiscal accounting mechanism to assure that the

funds are actually expended in the programs which generated the

dollars.

cc
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TABLE 1-12

RECOMMENDED "ADD-ON" PROGRAM WEIGHTS

Program Add-On Weights

Special Education

. Multiple Handicapped 1.25

Physically Handicapped 1.44

Visually Handicapped 1.25

Hearing Impaired 1.80

Emotionally Disturbed 1.05

Neurologically Impaired .70

Communication Handicapped .50

Educable Mentally Retarded 1.20

Trainable Mentally Retarded 1.75

Vocational Education

Agriculture .40

Distributive Education .25

Health .32

Consumer Homemaking .20

Office Education .35

Trades and Industries .50

Interdisciplinary Cooperative Education . .25

Compensatory Education .20

Kindergarten .10*

*For half-day programs, with each pupil also receiving a .50 weight as

a regular pupil, making a total weight of .60.

f.`_0440
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Separate weights can be justified for Grades 1 -3, but are

not being recommended at this time. However, the state should

move toward adoption of separate weights for primary grades to

assure that adequate funds are provided for this critical period

in a pupil's educational development. Justification can also be

developed for differential weights for senior high school pupils

because of the diversity of the educational program provided

for these pupils with small classes and required materials and

equipment. Even though there is considerable justification for

the senior high differential, it is not being recommended at this

time because of the problems associated with pupil and financial

accounting.

A separate program for compensatory programs is being re-

commended as a supplement to federal programs and as a vehicle

for providing funds to relieve some of the educational problems

of the culturally deprived and low-income sectors of the school

population. For eligible children, the compensatory weight

operates as an "add-on" weight which may be used to .provide the

target group with direct classroom instruction or various sup-

portive programs and services.

An add-on weight of .20 is recommended for kindergarten

pupils; in the projections the assumption was made that kinder-

garten programs operate on a half-day basis and the number of

pupils is based on this assumption. Operationally, this results

in each kindergarten pupil having a weight of .60, assuming that

the pupil does not participate in any special education or com-

pensatory program.

C 8
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The recommended "add-on" weights were developed from an

analysis of current expenditure patterns in Indiana school cor-

porations, a review the findings of cost afferential studies

in other states, ;r10 ::ne application of time factors to the FTE

weights to develop the add-on weights.

In Table 1-13, comparisons have been made of per,pupil funds

to be received under 1973-74 special education allocations and

the Amount of funds to be generated per pupil under the weighted

participating pupil. The amounts indicated include only the funds

generated for a pupil's participation in a special education pro-

gram and not the funds which he generates through the value of

1.00 as a result of being in membership.

Participating pupil, rather than full-time equivalent, weights

are recommended because of the ease l.i implementation of the

program and the reduction in paperwork and reporting associated

with the program. Basically, local school corporations would move

from three separate reporting systems to a single one. Possibly,

the additional refinement of full-time equivalent pupil weights

might be incorporated into the program at a later-time, but such

action should be delayed until the recommended s,-stem becomes

operational.

4. Increase the tax rate for required local effort to a level which

approximates the tax rate in the districts makin the lowest

level of effort. The principal factor affecting the decision

concerning the level of required local effort will be the number

of districts that must raise their local general fund tax rate

for schools to meet the required les,e1. Between the two alterna-

tives, differences in the flow of funds are minimal; the primary

C9
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consideration is whether to mandate a required local effort of

$2.75 or $3.00 per $100 of adjusted assessed valuation. If the

lower level rate is selected, only two districts would be

required to raise their Gent:ral Fund tax rates to participate

in the program. If the higher rate is chosen, eight districts

would be required to increase their rates, in terms of their

1975 payable rate. The impact of increasing the level of the

local effort from $2.15 to $2.75 would be somewhat minimal in

view of the small number of school corporations which would be

affected. Additional detail concerning the number of school

corporations with rates below specified levels is shown in

Table 1-14.

TABLE 1-14

Advertised Rate Number of School Corporations

$2.75

3.00

3.25

3.50

3.75

4.00

4.25

4.50

2

8

16

24

36

59

97

156

Source: State Board of Tax Commissioners
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5. Fix the value of a weighted participating pupil at either $650

or $625 depending upon whether the required local effort is $3.00

or $2.75 per $100 of adjusted assessed valuation. Selection of

the desirable alternative will depend upon the degree to which

the freeze on local General Fund tax levies can be lifted to

permit higher levels of required local c'ffort. An additional

factor is the level of funding which the state chooses to fix

as the per pupil value of the program. Both amounts are signif-

icantly below the average per pupil expenditure level for net

current operations among school corporations in the state.

At subsequent sessions the General Assembly can alter the

value of the basic per pupil allocation in terms of available

revenue and the impact of increasing the number of special

categories to be recognized in the "add-on" weights. One of

the merits of the system is that additions or deletions may be

made without requiring that the entire program be changed.

Miscellaneous Recommendations

Following a review of the present program, consolidation of-the

testimony given in the hearings, review of the research conducted during

the course of the study, and consideration of the operational implications

of the basic recommendations, the following miscellaneous recommendations

are presented as beilg important in the successful implementation of the

total program.

1. For the determination of units of local need, shift all computa-

tions to average daily membership (ADM) for pupils in Grades K-12.

Local school officials must provide space, materials, and staff

for all pupils, not just those who attend on a given day. The

reference is to average daily membership, not "a day's membership."

146',111

L. 0.,./
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For a period of one week at two times during the school year,

each district would be required to count the number of pupils

being served in each program recognized by the state for support.

If a pupil had not been in attendance for a specified period of

time prior to the week of the count, the district would not be

permitted to count the pupil as a "member."' (Provisions should

be made for audit checks to verify the accuracy of reports from

local school districts.)

2. Consider elimination of the teacher trainin and experience index

(TAI) used in the calculation of a local district's entitlement.

The process has become so complex that it is not understood, and

its impact has been reduced through the present adjustment process.

Because of the adjustment process which is presently used to modify

the index for allocation purposes, individual school corporations

may engage in serious recruiting efforts for teachers with higher

levels of training and experience, and the find that their efforts

have been fruitless because the increase in the state average index

has wiped out the potential increase in the index which the school

corporation anticipated. An interactive effect takes place among

school corporations; the net result may be a reduced index when

the corporation actually has a teaching staff with higher levels

of training and experience.

Both the actual and the adjusted indexes were correlated

with several factors related to fiscal equalization, and none of

the correlations was sufficiently high to justify retention of

the index. Analysis indicated that the index has little relation-

ship to state aid per pupil in "a day's membership" or adjusted
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assussed valuation per pupil. Both the actual and adjusted

induxels have a relatively low positive correlation with expendi-

ture per pupil for current operations. This suggests that local

school corporations which spend above the average are then - likely

to have teachers with above average levels of training and ex-

perience. The net results of the statistical analyses, suggest

that the impact of the index has little relationship to fiscal

equalization, amount of state aid per pupil, or expenditure per

pupil. Actual correlations .
shown in Table 1-15.

3. Require local school districts to maintain financial records in

a program format consistent with the funding pattern in the basic

state support program. To provide adequate assurance that the

funds are expended on the program for which they were intended,

local school districts should be required to maintain program

accounting financial records in each of the program areas in

the basic state support program. This would require a minimum

of the following programs in the financial accounting format:

(1) Kindergarten

(2) Regular programs for Grades 1-12

(3) Special education

(4) Vocational education

(5) Compensatory education

4. Charge the Department of Public Instruction with the responsibility

for developing processes and mechanisms through which programs

are approved in local school districts before funds arc allocated

for the program and for conducting program audits to provide

adequate assurance that programs are being conducted consistent



T
A
B
L
E
 
1
-
1
5

P
E
A
R
S
O
N
 
C
O
R
R
E
L
A
T
I
O
N
 
C
O
E
F
F
I
C
I
E
N
T
S
 
F
O
R

S
E
L
E
C
T
E
D
 
V
A
R
I
A
B
L
E
S
 
R
E
L
A
T
E
D
 
T
O
 
T
H
E

T
E
A
C
H
E
R
 
T
R
A
I
N
I
N
G
 
A
N
D
 
E
X
P
E
R
I
E
N
C
E
 
I
N
D
E
X

I
N
 
L
O
C
A
L
 
S
C
H
O
O
L
 
C
O
R
P
O
R
A
T
I
O
N
S

A
c
t
u
a
l
 
T
E
I
a

A
d
j
u
s
t
e
d
 
T
E
I

A
d
j
u
s
t
e
d
 
T
E
I
b

.
7
8
7
2

A
A
V
/
A
D
M
c

-
.
2
5
0
0

-
.
4
0
4
1

1
9
7
3
-
7
4
 
S
t
a
t
e
 
A
i
d
/
A
D
M
d

.
1
7
4
6

.
1
8
5
2

E
X
P
/
A
D
M
e

.
5
0
4
1

.
3
6
1
5

a
A
c
t
u
a
l
 
t
e
a
c
h
e
r
 
t
r
a
i
n
i
n
g
 
a
n
d
 
e
x
p
e
r
i
e
n
c
e

i
n
d
e
x
.

b
A
d
j
u
s
t
e
d
 
t
e
a
c
h
e
r
 
t
r
a
i
n
i
n
g
 
a
n
d
 
e
x
p
e
r
i
e
n
c
e
 
i
n
d
e
x
.

c
A
d
j
u
s
t
e
d
 
a
s
s
e
s
s
e
d
 
v
a
l
u
a
t
i
o
n
 
d
i
v
i
d
e
d
 
b
y
 
n
u
m
b
e
r

o
f
 
p
u
p
i
l
s
 
i
n
 
"
a
 
d
a
y
'
s
 
m
e
m
b
e
r
s
h
i
p
.
"

d
1
9
7
3
-
7
4
 
s
t
a
t
e
 
a
i
d
 
d
i
v
i
d
e
d
 
b
y
 
n
u
m
b
e
r
 
o
f
 
p
u
p
i
l
s

i
n
 
"
a
 
d
a
y
'
s
 
m
e
m
b
e
r
s
h
i
p
.
"

e
1
9
7
3
-
7
4
 
c
u
r
r
e
n
t
 
e
x
p
e
n
d
i
t
u
r
e
s
 
d
i
v
i
d
e
d
 
b
y

n
u
m
b
e
r
 
o
f
 
p
u
p
i
l
s
 
i
n
 
"
a
 
d
a
y
'
s
 
m
e
m
b
e
r
s
h
i
p
.
"



73

with the conditions and descri tions specified at the time of

program approval.

5. Enact amendments to the State School Property_Tax Control Board

statute to provide the body with the power to permit districts

to raise the revenue required to open new buildings. If relief

is to be provided for districts opening new buildings,, the

itemized "new" cost should be clearly identified when the request

is submitted to the State School Property Tax Control.Board.

6. Compute a district's allocation on the basis of the ADM in

the current, or immediately prior, year. The practice of al-

locating funds to local districts for pupils who have not been

in the school district for two or more years is unsound from

both fiscal and educational management standpoints. Granted,

a district may not be capable of making immediate adjustments

in its operation because of declining enrollments; however, a

one-year grace period in which to gear down appears reasonable.

7. Compute the state share for joint and cooperative programs by

using the procedures currently used in computing the state share

for joint high schools. In the implementation of the recommended

program, special procedures will be required to fund cooperative

or joint special education programs and vocational education

programs encompassing multiple school -orporations. The current

procedures for funding joint high schools should be used in

determining the amount of state funds per pupil to be allocated

to these cooperative programs. Under these procedures the adjusted

assessed valuation of the local school corporation for each pupil

participating in the cooperative program would be multiplied by
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the qualifying rate to determine the required local share; this

amount would then be subtracted from the weighted participating

pupil dollar value to ascertain the amount of the state share.
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APPENDIX A

LEGEND

"TOT PART PUPILS" indicates the total number of participating

pupils in the school corporation.

"BASIC PROG" refers to the product secured when the number of

participating pupils was multiplied by the pupil value

of the program.

"STATE SHARE" reflects the amount of state funds to be allocated

to each local school corporation, either through the new

program or under the "grandfather" clause in the

recommendations.

"SS/PUPIL" is the state share divided by the 1973-74 K-12 ADM.
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APPENDIX B

LEGEND

"KGN" indicates the amount of funds in the Basic Program

generated by kindergarten pupils.

"SP ED" refers to the amount of funds in the Basic Program

generated by special education pupils as participants

in programs.

"VOC ED" reflects the amount of funds in the Basic Program

generated by vocational education pupils as participants

in programs.

"COMP" is the amount of funds in the Basic Program generated

by allocation for compensatory programs based on a

participating pupil weight for Title I eligible pupils

recognized in the allocation of federal funds.

"ADM" refers to the amount of funds generated by multiplying

the ADM in Grades 1-12 by the amount of the state per

pupil grant.
SMI
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APPENDIX C

LEGEND

"SP ED" indicates the number of pupils enrolled in various

special education programs during 1973-74; data were pro-

vided by the Division of Special Education.

"VOC ED" refers to the number of pupils enrolled in various

special education programs during 1973-74; data were pro-

vided by the Division.of Vocational Education.

"COMP" reflects the number of pupils recognized as Title I

eligibles in the allocation of ESEA Title I funds to

local school corporations.

"KGN" refers to the number of kindergarten pupils in ADM as

reported for 1973-74.

"1-12 ADM" is the ADM for Grades 1-12 as reported for 1973-74.
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SCHOOL TRANSPORTATION IN INDIANA

In hearings held in four locations in Indiana during this study,

much concern was expressed, by school administrators and laymen alike,

over transportation problems ranging from increasing costs to unequal

service. The present transnortatton allocation formula was generally

considered to be inadequate to meet the dynamic problems related to

density, busing for desegregation, spiraling oil prices, inflation

generally, and labor problems. Sentiment for state level statutory

reformulation and more adequate funding appeared persistently and

uniformly throughout the state.

This section of the study suggests criteria for an adequate pro-

gram, analyzes the present school transportation program in Indiana,

draws conclusions, and makes recommendations for improving statewide

funding.

Other States

State programs for the financing of pupil transportation are of .

great variety.. All but three states have assumed some financial responsi-

bility for pupil transportation. Twenty-seven states have included

transportation in their minimum foundation plan. Two states provide

funds through flat grants while nineteen assume a percentage of the

cost.

Approved or actual expenditures are reimbursed by twenty states.

Different formulas for reimbursement have been used by the states with

twelve including mileage in their formulas. Nine states use density
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for calculation of reimbursable transportation cost. Density has

usually been calculated by one of two methods: (1) number of students

transported divided by number of square miles in the district, or

(2) number of students transnorted divided by bus miles to and from

school.

Allowances for adverse road conditions have been deemphasized in

state plans for pupil transportation funding and are now used by only

two states. This, of course, is due to general improvements in roads

throughout the country. Seven states consider vehicle depreciation

as an element of transportation cost for which the state provides

reimbursement. Sixteen states make special provision for handicapped

children.

Although state plans for the financing of pupil transportation

have often been elaborate and comprehensive, it should be noted that

more than one-half of this expenditure is paid out of local funds if

the entire country is considered. 1

Criteria for Evaluating State Aid Formulas

Featherston and Culp have given evaluative criteria for state aid

plans for pupil transportation fundinq.2 The first being whether the

state aid plan has accounted for legitimate factors which have affected

pupil transportation oust. Has the state formula eliminated economic,

1,'Financing the Public Schools of Kentucky " (A study prepared by
the National Educational Finance Project for the Kentucky Department of
Education, 1973), p. 277.

2
E. Glenn Featherston and D. P. Culp, Pupil Transportation (New

York: Harper and Row, 1965), pp. 64-68.

1's'''
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social, or geographic inequalities which have hindered school districts

in the transportation of their students?

A second criterion is that the state aid formula should be relatively

simple while retaining accuracy. A simple formula allows local adminis-

trators to estimate the state entitlement with greater ease while elimi-

nating complicated record keeping or extensive statistical work at the

district level. Simplicity, while important, should not give way to

accuracy in the state formula. The simpler the formula, the more likely

will be the prospect of inaccurate measurement of some extremes of need

at the local level. An ideal formula will combine simplicity with the

ability to meet local needs.

The third criterion for a state transportation formula is that it

not be susceptible to local manipulation. If the school district can

control the factors which affect its own funding for transportation,

it may alter those factors to suit its advantage at the cost of reduced

efficiency. An example of this would be the running of inefficient

routes when mileage is reimbursed by the state.

A fourth criterion requires that certain aspects of the state fund-

ing program be based on experience. One may theorize as to what some

elements of the transportation program should cost but collection and

use of data bearing on past performance is the most defensible method

for computing costs. On the other hand, care should be taken to pre-

vent past inefficiencies and inadequacies of operation to shape the

transportation program of the future. In general, the use of state

average cost in some aspects of the funding will promote efficiency.

11.8
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The fifth criterion maintains that funding of transportation

should determine local needs as objectively as possible. State

standards should he applied to local districts equally unless ex-

treme hardship is a consequence. In some cases, local needs may be

so different from state requirements that subjective judgments will

be necessary to achieve equality of educational opportunity for

students of some school districts. A state plan should cover such

contingencies.

The sixth criterion provides that the state pupil transportation

plan should promote efficiency at the local level. This may be

accomplished to some degree by the use of state average costs for

funding purposes. Efficiency also can be promoted by state approval

and monitoring of local programs.

The National Educational Finance Project, in a study of Kentucky's

school transportation system, stated the main criterion for a state's

transportation funding program in this way: "Any state muRt take into

account factors which cause: variations in determining and justifying

the cost of transportation services."4

Although state formulas for the financing of transportation differ

considerably, those which follow the above criteria should meet the

public's demand for full value on every dollar invested in educational

services.

4 "Financing the Public Schools of Kentucky," p. 277.

11.9
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Density and Related Factors

Some state programs for financing pupil transportation are rooted,

at least indirectly, in the work of Mort and Johns. Each sought to

use population density as an independent variable for the assessment

of transportation need and cost.

Mort introduced the idea of density into the problem of determining

the need for school transportation. The cornerstone of Mort's analysis

of educational costs was a two-group scheme. One group consisted of

costs that are equal for all classrooms or teacher units of all com-

munities. The other group included the costs of special provisions,

such as transportation, which were not required of all communities. 5

"Mort attempted no fundamental solution for the problem of measur-

ing transportation costs," nevertheless, his work is instructive.
6

Two

suggestions were given for the funding of transportation. One was

to ". . . consider all rural school population as if it were attending

one-teacher schools, assuming that the extra allotment to consolidated

schools on the basis of the one-teacher schools that they supplant,

would take care of transportation."7 The assumption was that consoli-

dated schools incurred a larger transportation expense than one-room

schools. On the other hand, one-room schools were deemed by Mort as

having greater need so they were allotted greater weight in relation

5
Paul R. Mort, The Measurement of Educational Need (New York:

Columbia University Teachers College Bureau of Publications, 1923),
p. 8.

6
Asael C. Lambert, School Transportation (Stanford University:

Stanford University Press, 1938), p. 52.

7
Mort, n. 61. 120
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to financial, entitlement. The result of Mort's plan was more state

funding to consolidated rural schools to take care of transportation

costs.

Johns identified the allocation problem for transportation as

follows: "The problem is to find the relationship that exists between

the percent of the average daily attendance transported and the density

of school population, and express it objectively in terms of a mathe-

matical relationship."8

Johns, using data from five states, found that density of school

population was predictive of per pupil transportation costs. This

relationship, he felt, was suitable for use in a state formula for

the funding of transportation. The procedure for developing the

formula involved determining transportation costs in each district on

a uniform basis; ascertaining transportation cost per pupil in each

district and plotting a curve of "best fit" to determine the allocation

amount per pupil.9

These conclusions by Johns have been verified and relied upon in

many states. Indeed, Indiana's transportation formula today accepts

the basic premise that it costs more to transport pupils in more

sparsely populated areas.

Approvable costs are difficult to derive, but are an important

element in any formula. Approvable costs range from very precise and

8koe L. Johns, "Determining Pupil Transportation Costs," The
Nation's Schools, XLIII, No. 2 (February, 1949), pp. 48-49.

9
R. L. Johns and Figar Morphet, Financing the Public Schools

(Englewood Cliffs, New Jersey, Prentice Hall, 1960), p. 350.

121



119

strictly constrewed formulas in some states to the more laissez faire

reimbursement methods in others. Under the latter method, the state

assumes the local school district is efficient and simply reimburses

the local districts for a given percentage of the cost. If density

is taken into account, the total allocation is a function of reimburs-

able expenditures adjusted for density.

A proper formula should provide a simple mechanism for promoting

efficiency while, at the same time, recognizing legitimate costs

due to density.

Density in School Districts

Data for Indiana school corporations make it possible.to determine

both linear and area density. Linear density is found by dividing

the total miles traveled into the number of pupils transported, while

area density is determined by dividing the square miles of the school

district into the number of pupils transported. Some states further

refine the area density by using net square miles as a divisor.

Net square miles is ascertained by subtracting the square miles not

primarily served from the total square miles in the school corporation.

Linear density among all school corporations in Indiana ranges

from 0.773 to 10.115. Area density ranges from 4.274 to 339.950.

Some of the'Abre striking variations in density among school corpora-

tions now transporting pupils are shown in Table 1.
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Table 1

LINEAR AND AREA DENSITY FOR TRANSPORTED
PUPILS FOR SELECTE INDIANA SCHOOL CORPORPTTONS

School

Corporation Linear Density Area Density

High Density

1 Columbia 10.115 339.950

2 Munster 5.500 523.875

3 Griffith 5.432 640.100

4 Kokomo-Center 5.063 429.565

5 Highland 4.357 847.750

b Indianapolis 3.972 860.668

Low Density

1 Worthington-
Jeffarson 0.972 12.236

2 Switzerland County 0.920 6.466

3 Columbia City-Jr: 0.903 9.900

4 Tri-County 0.858 4.274

Union Township
(Fulton) 0.773 8.178

Present Indiana Transportation Formula

Indiana's transportation formula includes both a sparsity and

a wealth factor. Sparsity is established at .3 for four or more

pupils per mile and 2.4 for .49 and under pupils per mile, with all

1.23
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districts ranging somewhere in between the sparsity levels. A

wealth factor is assigned for corporations ranging from a 2.2 fac-

tor for the corporations with lowest assessed valuation of property

per average daily attendance to .0 for chose with $16,000 or more

adjusted assessed valuation per pupil. When the adjusted assessed

valuation per ADA is $4,000 or less and the sparsity factor is

less than one, the sparsity factor is changed to one. Both sparsity

and wealth factors are fixed and do not fluctuate except if and

when statutory revision is made. The total transportation grant that

any corporation receives cannot exceed 90 percent of its transporta-

tion costs. Table 2 shows the present sparsity and wealth factors

utilized by the formula.

These sparsity and wealth factors are multiplied times $20 to

obtain the adjusted base transportation rate. This amount is, in

turn, multiplied by the number of pupils In grades 1 through 12

transported more than 1.5 miles giving the transportation grant

amounts for each school corporation.

The formula itself, has elements which are commonly used by states

in allocating transportation funds. The 1.5 mile provision may seem

a little harsh, but most states use a similar limitation usually

ranging from o,. to two miles. Theoretically, the child should be

transported any distance beyond which is unsafe and the state should

share in the cost. The distance may change with traffic conditions,

age of child, and other attendant conditions. Presently, however,
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Table 2

SPARSITY AND WEALTH FACTORS USED IN
PRESENT INDIANA TRANSPORTATION FORMULA

Ratio
Pupils
Per Mile

Sparsity
Factor

Adjusted
Assessad
Valuation
Per ADA

Wealth
Factor

4.00 and over .3 $16,000 and over .0

3.75 to 3.99 .4 15,000 to 15,999 .2

3.50 to 3.74 .5 14,000 to 14,999 .4

3.25 to 3.49 .6 13,000 to 13,999 .6

3.00 to 3.24 .7 12,000 to 12,999 .8

2.75 to 2.99 .8 11,000 to 11,999 .9

2.50 to 2.74 .9 10,000 to 10,999 1.0

2.25 to 2.49 1.0 9,000 to 9,999 1.1

2.00 to 2.24 1.1 8,000 to 8,999 ' 1.2

1.75 to 1.99 1.2 7,000 to 7,999 1.3

1.50 to 1.74 1.4 6,000 to 6,999 1.4

1.25 to 1.49 1.6 5,000 to 5,999 1.5

1.00 to 1.24 1.8 4,000 to 4,999 1.6

.75 to .99 2.0 3,000 to 3,999 1.8

.50 to .74 2.2 2,000 to 2,999 2.0

.49 and under 2.4 below 2,000 2.2



123

there is little agreement on how reasonableness should be determined

except when transportation is mandated by the courts.

Sparsity, wealth, and costs are the factors usually considered

to be necessary in transportation formulas. A' major problem occurs

when a formula, such as Indiana's, fixes factors in a manner which

makes them unresponsive to changing conditions. Over time, the

sparsity factor,'as well as the wealth factor, may become obsolete.

Further, costs of transportation are not adequately determined

and the state formula does not respond to changing economic or

social conditions. Recently, the cost of oil and gas have sky-

rocketed creating drastic fiscal problems for school corporations

and the formula does not have built-in mechanisms which predict

or respond to such fluctuations in cost. The fixed dollar sum which

is supposed to reflect some measure of the cost of operation is woe-

fully inadequate. Other costs, such as those incurred by court

ordered busing, are not accommodated by the formula.

Summarizing, a lack of a cost variable which responds to focal

conditions, is probably the most glaring fault of the Indiana formula.

A formula is needed which will guarantee efficiency and, at the

same time, possess a dynamic quality in recognizing changing cost

patterns. Further, the amount presently allocated by the state is

insufficient to represent a true sharing of the transportation cost

burden by the state.

Analysis of Present Transportation System

Data for transportation obtained from Indiana indicate that

in the period from 1972 throughout the 1974 school year, 297 school
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corporations provided pupil transportation. Of these, 66 school

districts utilized noncorporation, contract buses, 113 owned their

own buses, and 118 could be classified as joint or mixed, having

both contract and corporation owned buses and/or unique arrange-

ments whereby the school corporation owns the chassis and the

contractor owns the motor.

By separating the transportation costs by ownership of buses

in the 1972-73 school year, some interesting observations may be

made. All systems with transportation show an average of $67.82

per year per transported pupil. Systems with corporation owned

buses had an average cost of $52.87 per transported pupil while

the contract or noncorporation systems showed a much higher mean

cost of $85.47. School districts with mixed transnortation, both

private and public ownership, had a cost of $72.27 per transported

pupil per year.

4

The variation in cost may be due to inefficiency related to the

contracting'processes and the profit motive of private contractors;

however, the extent to which the costs are increased is masked by

the fact that the school corporations with corporation owned buses

were,on the average, more densely populated than the corporations

with contract buses. The linear density per transported pupil

for the school systems with contract buses was 1.92 while the corpora-

tions owning their own buses showed a linear density per transported

pupil of 2.164. The average linear density per transported pupil

for ell systems was 2.083. When density is determined by area

1lof
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rather than linear density, a similar variation is shown with contract-

ing school systems having a density of 25.042 and the systems with

corporation owned buses having 40.176. The average pupil area density

for all corporations was 34.244. Since, theoretically, the more

densely populated school systems should have lower costs per pupil,

it appears that the corporations owning their own buses may have

lower costs partially because of their relatively greater density.

See Table 2.

Table 3

COST PER YEAR PER TRANSPORTED PUPIL,
PUPIL LINEAR DENSITY AND PUPIL AREA DENSITY

BY TYPE OF CORPORATION TYPE OF DISTRICT, 1972-73

Contract
Corporation

Owned Mixed All

Mean Cost Per Transported
Pupil Per Year $85.47 $52.87 $72.27 $67.82

Mean Pupil Linear Density 1.923 2.164 2.094 2.083

Mean Pupil Area Density 25.042 40.176 33.711 34.244

Number of Corporations 66 113 118 297

Further eAamination of density, however, suggests, though, that the

cost variation between contract and non-contract systems is certainly

not fully attributable to density, for if you divide the total school

corporations at the density median, approximately 16.5 transported

pupil area density, the segmentation shows that costs vary greatly
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while density variations are minimal. As the data in Table 4 show,

the contract systems have higher mean costs regardless of density.

Contract systems, both above and below the median density of 16.5,

had higher costs, $91.05 and $71.67 per pupil per year, than cor-

poration owned systems with comparable pupil density levels. Trans-

portation costs for systems with both contract and corporation owned

buses were, on the average, more costly than corporation owned but

less costly than all contract systems.

Table 4

COST PER YEAR PER TRANSPORTED PUPIL, PUPIL
LINEAR DENEITYtAND PU:3IL AREA DENSITY SEGMENTED

BY LEVEL OF DENSITY BY TYPE OF CORPORATION, 1972-73

Contract
Corporation

Owned Mixed All

Mean Cost Per Year
Per Transported Pupil
Below ]6.5 $91.05 $58.10 $81.49 $76.81

Above 16.5 71.67 48.87 64.76 58.77

Mean Pupil Linear
Density
Below 16.5 1.635 1.595 1.524 1.582

Above 16.5 2.634 2.599 2.599 2.586

Mean Pupil Area
Density
Below 16.5 8.709 9.159 9.429 9.113

Above 16.5 65.445 63.923 53.510 59.545

Number of Corporations
Below 16.5 47 49 53 149

Above 16.5 19 64 65 148
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It should be noted that the variation between contract and corpora-

tion owned systems may be partially attributable to bus depreciation.

The data used for centrart carriers is insufficient to isolate bus

depreciation on privately owned buses; therefore, the costs indicated

presumably include depreciation of buses for contract carriers but de-

preciation is not included for publicly owned buses.

Depending on the extent of usage of school buses, the depreciation

will probably fall between $8 to $15 per transported pupil. This esti-

mate is derived from the reported depreciation of Indiana school

corporations. Since the mean cost difference per pupil between contract

and corporation owned systems was $32.60 per transported pupil, the de-

preciation would constitute, at most, less than one-half the cost

disparity.

As discussed above, the present Indiana transportation formula

assumes a relationship between sparsity and costs of transportation.

The logic for the use of sparsity as a measure related to cost is

supported by Table 4 which shows higher costs for sparsely populated

school corporations when the costs are segmented above and below the

state median density. All corporations, with pupil area density below

16.5, had a mean cost per pupil of $76.81 and an average pupil area

density of 9.113 and those above the 16.5 density level had a cost of

$58.77. More sparsely populated systems averaged substantially higher

costs of $76.81. Applying a T-test, the differences in the cost between

the two density groups of districts is significant. at the .01 level

of probability.

130
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A brief review of other significant transportation studies like-

wise indicate that costs are related to sparsity. Even where correla-

tions show a low relationship between the two factors, there is a

strong argument that a relationship should exist and that much of

the variance is related to administrative inefficiencies rather 'than

to necessary costs.

Of the total of 113 systems in 1972-73 with corporation owned

buses, exclusively, a simple Pearson r correlation shows a relatively

high negative linear relationship between the log of cost per trans-

ported pupil and log of pupil linear density of -0.66628. Among

these districts with corporation owned buses, therefore, the r square

is 0.44393. Between cost per transported pupil in corporation owned

systems and pupil area density, the correlation is negative but shows

a moderate to high linear relationship of -0.53357 identifying

0.28470 of the variance.

Among the 66 school systems which had contract buses only, the

Pearson r between the log of the cost per transported pupil and.log

of linear density was -0.70662, representing an r square of 0.49931.

When the same cost was run against the log of pupil area density,

the correlation was -0.60078, identifying 0.36094 percent of the

variance.

As pointed out above, some 118 school corporations in 1972-73 had

transportation systems which used both contract and corporation owned

buses. In some systems there were also the rather unique arrangements

whereby joint ownership of buses existed. In these corporations,

131
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the relationship between cost and density was not as high as when

the systems' buses were totally owned by either the public or

pe.vate sector. With these mixed ownership systems the simple

correlation between the log of cost per transported pupil and the

linear density was -0.54534 and with cost related to pupil area

density, the negative relationship was slightly less at -0.49521.

To combine all systems, whether they use contract, corporation

owned, or mixed ownership buses shows a negative relationship falling

somewhere between the correlations for the corporation owned systems

and the mixed systems for both pupil linear and pupil area density.

For.the log of cost-and the log of linear density, the relationship

was -0.59670 and for the log of area density the correlation was lower

at -0.53526. R square for the former was 0.35605 and for the latter

was 0.28650.

Causation cannot be determined from these correlations; however,

the relationship between costs and density are very obvious. One

can only theorize as to reasons for costssin contract districts

having the highest relationship with density.

The fact that contract systems have higher overall costs tends

to rebut any suggestion that conformation between cost and density,

among contracting systems only, is an indication of greater efficiency.

It is dangerous to draw conclusions regarding efficiency by comparing

groups of school districts and their mode of providing service.

Overall efficiency for the entire state would, doubtlessly, be

facilitated if the state provides funds for local systems using all

132
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systems rather than by categorizing for publicly owned versus pri-

vately owned methods of operation. A uniform state formula applying

to all systems, regardless of whether they are public, private, or

mixed systems, will strike a middle ground which will be as equitable

to all as possible. It will additionally tend to force those types

of operation which are obviously more costly to conform to an

established state cost pattern. If contracting is more costly, as

the data indicate, then, in the tuture, one could expect a diminution

of contracts and a trend toward public ownership.

Linear Versus Area Density

Local school corporations currently report round trip miles

as the basis for calculating pupil linear density. Pupil linear

density, of course, can be determined by using either total trans-

ported pupils or those pupils transported over 1.5 miles (eligible

pupils) to school. Included in the total transported are private

school, parochial school, children living 1.5 miles or less frop school,

and kindergarten pupils. Pupil area density is calculated by divid-

ing transported pupils, eligible pupils, or total numbLr of children

of the entire school district by either linear or square miles.

Determining density by use of square miles in area schools

corporations has the major advantage of being fixed and beyond

manipulation. Use of square miles does, however, assume that stu-

dents are uniformly distributed within school districts, a situation

which is clearly not the case in mst instances. A refinement of this

approach would determine net square miles served in the district, the

133
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area where pupils actually live. This necessitates a mapping of

residential patterns of each school corporation and subtracting

from the total those square miles not primarily served because of

either natural barriers or because clustering of housing Patterns.

Should linear density be used, the state must be willing to

accept the local school board's judgment as to the necessary miles

traveled. If bus routes are established at the local level without

regard to efficiency, then the pupil density is less reliable than

area density. The use of linear density, however, has its saving

graces. For example, where school districts cross-bus to accomplish

racial intergration, the increased route miles are reflected in the

density determination.

Strengths and weaknesses may be found with either linear or area

density determinations. Pupil area density is probably the superior

of the two if the proper refinements can be obtained by determining

the area primarily served. This information is not available at

this particular time for Indiana and without this additional precision,

the benefit of pupil area density seriously is diminished. At this

point in time, particularly in view of the additional busing which

may be necessary for intergration and with the realization that any

new financing system must ultimately rely on the accuracy of reported

data, the use of pupil linear density appears to be the more logical

of the alternatives. While there is no guarantee to the state that

the total route miles traveled are limited purely to necessary miles,

11 1
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'the state, nevertheless, should be willing to assume, without evidence

to the contrary, that local district routing of buses is as economi-

cal as the current local conditions will permit.
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Conclusions and Recommendations

A formula for the improvement of school transportation funds

should allocate moneys according to both cost of transportation

and density of pupils. These elements have been found to be essen-

tial by this and other studies. Adequacy of funding, today, demands

a formula which is responsive to changing economic conditions. This

is of particular importance since transportation costs have increased

enormously as a result of oil prices and inflationary trends. The

proposed funding formula attempts po respond to the demands for public

service and safety as well as for economic efficiency.

1. Funds from the state level should be allocated on the basis

of a cost/density formula which requires each school corporation

to conform to a statewide standard of efficiena. The formula itself

is a power curve with cost per eligible pupil as the vertical axis

and the eligible pupil linear density as the horizontal axis. This

formula responds to uniform cost increases among school corporations

while at the same time reimbursing the higher costs associated with

density. (The formula is y = axb.)

The relationship between cost and density in Indiana is curvilinear

with costs diminishing as density increases. Although the predictability

between cost and density was found to identify but 30 and 50 percent'

of the variance, depending on school corporations used and method

of transportation, data segmented for density showed a significant

relationship between cost and density and cost and type of transporLation

kfl
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system. (See Chart I for Scattergram of all school corporations.)

More uniformity among the methods of providing transportation services

would undoubtedly increase the predictability of the equation. Wide

divergence from the predicted curve will normally, though, identify

transportation conditions and costs which are normally high or

low. While statistically it is possible to include multi-variables

in the prediction equation, it should be cautioned that certain of

these variable's may simply encourage inefficiency. For example,

predictability may be increased by using costs and density of contract

buses only, but this method of providing transportation is obviously

more expensive when raw cost data are examined.

The recommended formula should use cost and linear density of

all systems for eligible pupils. All school corporations should

receive funds based on their relationship to the predicted curve.

See Chart II "or curve based on 1973-74 data. The recommended formula

is dynamic, adjusting itself to changing conditions. Each year the

curve should be recalculated, thus, accommodating cost trends And

changes'in density patterns occuring during the school year. This

is A major advantage over the current formula which freezes both

costs and density into an unresponsive standard.

For the first year, the state should fund 60 percent of the

curve al)1 thereafter steadily increase the state's share until the

state is fully funding the curve adjusted cost for all school cor-

porations in the state. Should a corporation fall below the effi-

ciency c..),7ve it would still receive the curve estimated cost, thereby

efficiency is rewarded but is not penalized.
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The actual dollar variation from the predicted or estimated

curve is given in Appendix A. Since the curve predicts average

cost/density efficiency for the entire state, approximately one-

half the corporations fall above and one-half fall below the line.

As statewide costs increase the entire curve will rise in response.

The actual allocation per eligible pupil is shown in Appendix

B. These amounts, of course, require state funding of 60 percent

of the line. This would require an increase of state funds from

approximately $13.5 to $26.5 million based on 1973-74 data. The

total re orted cost of transportation in Indiana for 1973-74 was

$44.3 million. Allocation for each school corporation is based on

this basic revenue assumption. Assuming the state follows this

recommendationeno equalization factor will be necessary in the

transportation formula.

2. A special provision should be made for transportation

of severely handicapped children. These children, usually physically

handicapped, require special transportation vehicles equipped with

life devices. Such vehicles usually accommodate twelve passengers

or less. For each pupil transported in this manner the school cor-

poration's curve adjusted cost should be multiplied by 5.0. Smaller

buses, special equipment, salaries, and other operation costs

justify this factor.

3. Depreciation allowances should be calculated as part of the cost

of the transportation program formula. The state should, however,

audit depreciation in order to assure retirement of obsolete vehicles.

Satety demands that buses not be kept in use beyond a reasonable period

of time.

air1O
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4. The 1.5 mile standard should be reexamined in light of

what may be considered reasonable walking distance today. Consideration

should be given to lowering the standard for kindergarten and younger

elementary school children to a mile or even to one-half mile. In

any situation where traffic conditions may endanger children, the

state should assume its appropriate share of the costs regardless

of distance from school.
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SCHOOL FACILITIES FUNDING

The relationship between school facilities and instructional pro-

grams has long been recognized, but currently is of even greater importance

because educational programs are so dependent upon laboratory facilities

and various electronic equipment as supporting elements. Since the end

of World War II, the need for school facilities has been a constant pro-

blem confronting American public education. During the forties, school

construction was deferred because of the war effort, and the baby boom

of the post war period merely added to the magnitude of the problem.

Stabilization of school enrollments has contributed to a situation in

which school facility planning can be conducted in a more orderly fashion,

rather than on a crisis to crisis basis. Attention cain be given to a

systematic process of planning as well as to the phasing out of educationally

obsolete facilities. With the stabilization of school enrollments there is

a tendency for the assumption to be made that the need for school facilities

no longer, exists; however, individuals will still be moving about within

school districts, among school districts, and among states. This population

mobility will result in the need for facilities in some areas and their

abandonment in others. Additionally, certain facilities will have outlived

their educational usefulness and must be considered obsolete.

Present Indiana Program

Several sources of funds for financing school buildings are available

to Indiana corporations. Among thern are sale of general obligation bonds,

rentals, gifts, lease-rental arrangements with public school building
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corporations or private corporations, establishment of a cumulative building

fund, two state construction loan funds, and state grants for debt service.

A provision of a 1967 act mandates that the State Board of Tax Commis-

sioners require local tax levies sufficient to meet debt service obligations.

If a local school corporation fails to meet debt service obligations when

due, the State Treasurer shall make such payment and deduct the amount

from future state distributions.

General Obligation Bonds

Indiana school corporations may issue serial general obligation bonds

for school construction and other capital outlays. Bonded indebtedness

is limited by the Indiana Constitution to two percent of actual assessed

valuation. Although the length of term is not specified, issues for longer

than twenty years are seldom approved.

Bond sales are initiated by school officials following a petition by

fifty resident taxpayers. A 1974 act provides that approval by the State

School Property Tax Control Board is required for any new bond issue created

or incurred after June 30, 1974. No local referendum is avivired, Jou..

approval of the State Board of Tax Commissioners is a requisite. Objectors

may appeal the decision of the board. In this case a local. public hearing

is held by the State Board.

Maximum interest rate restrictions on school building bonds were

removed in 1969. The winning bidder is the one having the lowest net

interest cost.

In specific instances, bonds for school building purposes may be

issued by civil townships which are coterminous with a school corporation.

The amount of such bonds is limited to two percent of the actual valuation
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in the civil townships. This provision has seldom been used since the

reorganization of local school corporations pursuant to the Indiana Acts

of 1959.

A school corporation must levy local taxes sufficient to meet principal

and interest payments on outstanding bond issues, rental payments, and

payments on state school construction loans. A 1973 act authorizes advance

refunding of existing bond issues if savings will result for local school

corporations.

Cumulative Building Fund

Indiana school corporations may establish, subject to state approval,

a levy and tax rate of up to $1.25 per hundred dollars of taxables for school

building purposes. Revenues from this levy, for a specified number of years,

are placed in a cumulative building fund which may be used for school

construction, remodeling, additions to buildings, site acquisition, site

improvement, and payment of building leases.

The newly created State School Property Tax Control Board is responsible

for examining the building needs of awlocal school corporation not less

frequently than once in every five years. Such examination is for the pur-

pose of determining whether the tax levy or tax rate for a cumulative building

fund should be reduced or terminated. If the Tax Control Board so determines,

it shall so recommend to the State Board of Tax Commissioners which may,

after a pu:Jlic hearing, reduce or terminate the cumulative building fund

tax levy or tax rate. Future action by the State Board of Tax Commissioners

regarding the establishment or increase of a cumulative building fund

tax rate shall be taken only upon recommendation of the State School

Property Tax Control Board.
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School Buildinq Corporations

Since l047 Indiana school corporations having an enrollment of 250

pupils or more have been permitted to execute a lease for a school building

with a local school building corporation. Such corporation is nonprofit

and is authorized to issue serial first mortgage bonds, acquire a site,

erect a school building thereon, and lease it to the local school corpora-

tion for a specific term not to exceed thirty years. The lease does not

create a legal debt by the school corporation and the bond issue is not

subject to the constitutional two percent debt limitation. Upon completion

of the lease payments,

school corporation.

the school building becomes the property of the

4

The building project must be approved eli'the State Department of Public

Instruction. Approval by both the State School Property Tax Control Board

and the State Board of Tax Commissioners is now required of any school

corporation before entering into a lease-rental agreement for a school

building. A local referendum is not required, but local hearings by the

State Board of Tax Commissioners are common.

Approximately ninety percent of bonds for school purposes in Indiana

are issued by school building corporations. First mortgage bonds issued

by a school building corporation are exempt from federal and state income

taxes.

A 1973 act which authorized advance refunding of existing bond issues

has been widely used by school building corporations to reduce the interest

cost of bonds issued during the period 1969 through 1971. The recent rise

in interest rates has not made such refunding feasible at the present time

Fixed lease-rental payments are budgeted in the local debt service

fund. State agencies are mandated to require a local debt service tax rate
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high enough to meet the local requirement for bond and interest payments,

lease-rental payments, and repayment of state loans or advances.

A 1967 act provides that, upon the failure of any school corporation

to pay any of its debt service obligations during any calendar year when

due, the State Treasurer shall make such payments from state funds. The

state may then recover the amount by withholding it from future state dis-

tributions to the school corporation.

Private Lease Financing

A 1957 act paralleling the school building corporation act provides for

financing school buildings by private corporations. The lease-rental

agreement may extend for fifty years, but a term of twenty to twenty-live

years is commonly used.

The approvals, safeguards, and procedures are similar to those described

above for the school building corporations. Short -term funds are usually

obtained by the private firm from banking institutions or insurance firms.

The long-term lease, after construction, is often negotiated with insurance

companies. This alternate method of financing has been frequently used, but

not to the extent that school building corporations have.

Loan Funds

For school construction purposes, two loan funds are available to

local Indiana school corporations having low financial ability in relation-

ship to their school building needs. The Veterans' Memorial School Con-

struction Fund was established in 1955 and funded from excess tax receipts

collected for World War II state bonus payments. The Common School Loan

Fund was established in 1959 using funds appropriated by the Indiana General

Assembly, supplemented by specific dedicated funds.
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Veterans' Memorial School Construction funds are advanced principally

for construction of classrooms and must be repaid in twenty years or

less. The maximum loan is $250,000; the carrying charge is one percent

per annum on the outstanding balance. An index number showing the relation-

ship of capital need to taxpaying ability is computed for each applicant. The

first school corporations considered are those having a high index number.

A prerequisite for consideration of applicants is maintenance of a tax

rate for three years of not less than fifty cents per $100 of assessed

valuation. An advance from the fund is also not considered as indebtedness

subject to the two percent constitutional debt limitation. Repayment is

made in semi-annual installments from the local property tax debt

service fund.

Reorganized school corporations which enroll 270 or more pupils in

average daily attendance and have raised an amount equal to two percent of

adjusted assessed valuation (by a bond issue or proceeds of a cumulative

building fund) may apply for an advance from the Common School Loan Fund.

Such advances are limited to $750,000 and are restricted to school corpora-

tions having low financial ability, high classroom need, and an acceptable tax

effort for school construction. The advance is also not considered indebted-

ness subject to the constitutional 2.0 percent debt limit. Advances are also

limited to $2,000 per pupil; service charges may range from 2.5 to 4.0 percent.

of the amount of the advance. A 1973 act provides for disaster loans, not

to exceed $3 million to qualifying local school corporations. Repayment

must be made in twenty years or less pursuant to a schedule agreed upon with

the State Treasurer. Semi-annual principal payments (with service charges

at 3.375 percent) are withheld from state grants for instructional purposes.

The local school corporation appropriates the annual repayment obligation

in the Debt Service Fund and transfers the amount to the General Fund

1C1
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when state distributions are made. Service charges. (interest) on funds

advanced are used by the state for special education.

State Flat. Grant

Grants from the State Property Aix Relief Fund to assist local school

corporations in meeting debt service requirements were first made avail-

able in 1067. A uniform amount per pupil in average daily attendance,

.Grades 1-12, is made available. These receipts must first be used for

debt service. Any amounts remaining may be used for current operation.

The uniform amount of this flat grant per pupil for debt service is

presently $40.00. Lease-rental payments for school buildings and payments

on state loans are included in the definition of debt service.

Present Expenditures

Data were secured relating to the total expend.icures in each local

school corporation for debt service during 1973. In Table 3-1, these

data are compared with the flat grant proceeds to determine the additional

funds beyond the state grant which were secured from local revenue sources.

Of particular interest were the school corporations in which total debt

service expenditures were less than the amount of the state flat grant

received by the local school corporation. Official reports of expenditures

for 1973 indicate that sixty-six school corporations had debt service

expenditures less than the amount of the $40.00 per pupil flat grant which

was allocated by the state. No attempt was made to secure explanatory data

and detailed checks were not made of the situation in each school corpora-

tion; the data were accepted as provided from official records of the

Department of Public Instruction.
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Provisions for Capital Outlay Financing

Providing funds for school facilities is not a problem of identify-

ing needs, but rather is a problem of determining the best method for

financing school construction projects. Various alternatives are available

to local school districts; however, the principal methods have been to use

local funds obtained either through the issuance of general obligation

bonds, revenue fund bonds, reserve funds, or a pay-as-you-go system.

The prirt,,ay method for financial school construction in Indiana has

been through the issuance of general oblim.v.ton bonds and the establish-

ment of local authorities or holding comp,.n.4es, with the obligation being

retired through revenue bonds. This latter lease-rental arrangement has

been extremely popular as a method of providing the needed facilities

resulting from school district reorganization and enrollment increases.

This choice has enabled districts to reduce the impact of a one-time tax

levy or extremely high property tax rates for a short period of time.

Constitutional limitations on the amount of general obligation bonds

which are outstanding at any one time have also contributed to the popularity

of holding corporations or local authorities. In periods of inflation and

rising prices, borrowing can be a further advantage to the school district..

By financing construction with borrowed funds, the school district may

obtain the facility at today's pricee and repay the principal and interest

on the debt with cheaper dollars.

In 1969-70, forty-one states reported utilization of building reserve

funds for construction.
1

Indiana's approach to this alternative has been

1W. M. Barr, K. F. Jordan, C. C. Hudson, W. J. Peterson, and W. R.

Wilkerson, FinancinPu)Lianchool Facilities
in the United States, Special Study No 7 (Gainesville, Florida: National

Educational Finance Project, 1970), p. 128.
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characterized as the cumulative building fund. Several distinct dis-

advantages are associated with this method of financing. Cumulative build-

ing fund reserves result in present or past taxpayers bearing the full burden

of the cost of capital outlay projects which will be used by future genera-

tions. Even though the funds may be invested under controlled conditions,

the interest yield on the investment and the subsequent growth of the total

amount may not be sufficient to keep pace with the rate of inflation.

The use of the holding corporation or local school building authority

has accelerated the rate of school construction in Indiana. These entities

can finance and construct facilities, but they do not operate the facility.

Since the authority is not a governmental agency, state and local debt

limits have! not applied. Funds are obtained through the sale of 1.avenue

bonds, and the guarantee for the revenue bonds is the contract between the

authority and the local school district using the facility.

Another alternative for state aid for local school district construction

has been through loan programs. In a recent study,
2

fourteen states were

reported as making loans to local districts for capital outlay projects

or debt service payments. Rather than being available to all local 'dis-

tricts, the funds have normally been limited to those local districts that

have reached or are approaching their legal debt limit. Loans offer a

type of immediate relief to districts with the need for additional facilities,

but the problem is only delayed for the loan must eventually be repaid.

Indiana's approach in this area has been through the Veterans' Memorial

School Construction Fund and the Common School Loan F:.0 programs available

to districts with high levels of need.

2Ibid., p. 162.

1711.
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State grant programs for capital outlay and debt service vary widely

in appropriation and method of computing the allocation to local districts.

Of the twenty-six states that provided state grants for capital outlay or

debt service, fourteen were recently providing funds that were fiscally

equalizing, e.g., granting proportionately more funds to local school dis-

tricts with low taxpaying ability. The remaining twelve states were allo-

cating funds on a flat grant basis. The essential difference in the grant

programs was whether funds were being allocated on the basis of some pre-

determined expenditures.
3

Indiana's approach in this area has been to pro-

vide for a flat grant to each district on a per pupil basis. The first

priority for the funds has been debt service programs and related payments,

with local school districts being permitted to use the funds for current

operations after these obligations have been met.

A most interesting example of state participation in local school dis-

trict capital outlay projects may be found in the state of Maryland.
4

In

1971, the state initiated a program under which the state assumes the com-

plete cost of school construction projects with the local district only

being responsible for the purchase of the school site. Under this arrange-

ment, school-districts lose some of their options in the type of facilities

to be constructed and the schedule for construction. However, the problem

of financing capital outlay projects no longer is dependent upon local

revenue and bonding power.Ii==
3Ibid., pp. 140-60.

4Alfred R. Carey, "The Maryland Experience: Full State Funding and
Capital outlay," School Finance in Transition, Proceedings of the 16th
Annual National School Finance Conference (Gainesville, Florida:
National Educational Finance Project, 1973), pp. 145-9.

N."
4 Ad



of proceeds, and source of funds were identified as four key components.5

certain essential' components should be included to serve as a skeletal

before funds are allocated. A determination should be made of the "approved

project cost" based on,the number of pupils to be served and the program to

Edu-

cational Finance Project, determination of needs, allocation procedures, use

need which can be objectively determined and quantified. One alternative is

be housed. This projection would then, be used in computing the amount of

project," including construction costs, engineering and architectual fees,

plants, site development, and equipment. Various items might be excluded

Determination of Needs

con-

struction projects. Under this alternative the state must.approve a project

requirements and the dollar cost based on state or. regional construction cost

framework for the program. In earlier research efforts of the National

related to this allocation would be based on standardized space and facility

site costs, and other costs related to construction such as sewage treatment

for the state to provide significant portions of the funds for the local con-

indices.

should be clearly defined and not subject to administrative interpretation.

through state statutes or regulations; however, such limitations and inclusions

funds that the state would grant or loan to the local district. Factors

Another alternative would be to determine the cost of the total "approved

In the design of a state program for financing public school facilities,

Formal programs for state grants or loans normally identify elements of

'Barr, op. cit., pp. 218-40.

Elements of a Fiscal Model

170
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A third alternative is for the state to allocate funds on a depreciation

basis.as is presently done through the Indiana Flat Grant of $40.00 per pupil.

This amount represents an assumed depreciation allowance based on the cost of

constructing and equipping school facilities. When funds are allocated

through a program of this type, the challenge is to protect the basic purpose

and assure that debt service payments have first claim on the program.

When the state program for supporting capital outlay and debt service

is in the form of a grant program, the units of need--whether pupil, class-

room, or instructional unit--should be expressed in the same form as in the

basic state program for current operation. This will facilitate administra-

tion of the program and development of higher levels of understanding on the

part of legislators and local school officials. Various special conditionS

such as rapid enrollment increases may also be recognized in the calculation

of a local district's eligibility. Underlying the entire previous discussion

has been the assumption that an objective process will be used in determining

the quantity of needs in each local school district.

Allocation Procedures

Depending upon the objectives of the program, grants may be for uniform

amounts, may vary inversely with local fiscal ability, or may be allocated

on a percentage basis. Funds may be allocated on a one-time basis or in an

equal amount on an annual basis. The latter procedure is most appropriate

when the purpose of the program is to allocate funds on the basis of assumed

depreciation or for debt service payments.

If state funds are in the form of loans or advances to local districts,

interest savings will normally be realized; the funds can usually be

secured at a lower interest rate if the state is the guarantor of the

securities. In contrast to grants, loans through state appropriations
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or from state authorities usually result in debt which is payable in the

future. If responsibility for repayment of the loan must be assumed

by the local school district and if no "forgiveness" features are included,

the burden of repayment will fall on the local property taxpayers with

all of the resultant inequities.

Development of allocation procedures will normally be dependent

upon the availability of funds to meet the level of need that has been

identified. If the magnitude of the need is too great for immediate

resolution, an effective mix of local and state funds and of current appro-

priations and borrowed funds will often be required to stabilize the

revenue requirements and enable governmental unitsto secure the desired

quantity of funds.

Use of Proceeds

Several alternatives for use of grants or loans are feasible. Funds

may be transferred immediately into construction accounts in local districts,

or they may be invested as resere funds until debts require payment. If

an immediate need for funds does not exist in a local district, an

additional option is for the funds to be held in escrow at the state level

until the local district has a project underway or has incurred debt that is

scheduled for repayment.

The state may elect to base its allocation on a depreciation allowance

or distribute a standard amount on a unit basis. In these instances, funds

may be utilized for construction or debt service payments, or accumulated

in construction reserve funds. An additional alternative is for the local

district to use the funds for debt service until the need no longer exists

and then to use the allocation to meet current operating costs. (This

f-
E"
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approach is currently used in Indiana.) The end result of this choice may

be in direct conflict with legislative intent, but districts which have

made prior effort and have no current.or projected need can put the

funds to effective use through this alternative.

Source of Funds

The most obvious source of state funds for capital outlay projects and

aid to local districts for debt service is through direct appropriation

from current revenues. This alternative is the most economical and

provides the funds on a current basis. Other options are for the state

to issue bonds on the full faith and credit of the state or to establish

an authority for the purpose of raising revenue to provide local districts

with funds for capital outlay projects or debt payments. In the latter

case, the state must provide some security for the bonds through either

subsequent legislative appropriations, proceeds from a designated tax, or

repayments from local school districts. State issued bonds could not

be used in Indiana because of the constitutional limitation that pro-

hibits.the state from entering into debt; however, this does not preclude

the possibility of the establishment of a state authority for the purpose

of raising revenue for local school corporation capital construction projects.

State funding for local capital outlay projects and debt service pay-

ments would broaden the available tax base and tend to equalize tax rates

among districts within the state. Obvious advantages accrue through the use

of current appropriations; however, this approach may result in fluctuating

revenue requirements which might. be misunderstood by taxpayers.



174

Criteria for Evaluating Capital
outlay and Debt Service Support Programs

Legal responsibility for all aPpects of education resides with the

state; therefore, the State of. Indiana, through the General Assembly and

state agencies, has the responsibility to provide adequate school facilities

for educational programs, fiscal and technical support for the deSign of

school facilities, quality control in the construction of school facilities,

and fiscal accountability in the use of funds for school facilities. Each

function does not have to be performed by a state agency, but the state

does have the responsibility to assure that each function is properly

1.arformed.

The first criterion is that the state take steps to assure that

facilities throughout the state are adequate in terms of their capacity

to house and support a sound educational program and to meet accepted

standards of safety and efficient operation. Achievement of this criterion

requires that the state develop and maintain a facility inventory system

which will provide the information necessary to indicate the level of

need for additional or replacement facilities in each school district in

the state.

The second criterion is that the state, through its aid program, should

provide funds, or funding mechanisms, which will assure that each district

has adequate funds to meet its capital outlay and debt service retuirements.

The disparity in fiscal ability among school districts within a state suggests

that state funds either be distributed on a fiscally equalized basis or

be in sufficient quantity to meet all of the capital outlay and debt

service needs in each district.. Achievement of this criterion may re-

quire that varying amounts be allocated to individual districts on the basis

of enrollment growth or the inadequacies of existing facilities. (Indiana's

present allocation system is considerably deficient in meeting this criterion.)

ILPa' #
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The third criterion, quality control, could be achieved through state

review of-facility plans and requirements that periodic inspections be

conducted during the progress of the construction project. A more sub-

jectively oriented facet of the quality control criterion is that the state

assume a leadership role in assuring that each facility's design will

accommodate both present and projected educational programs which may be

offered in the local district. Consideration should also be given to

assuring that adequate and enforceable requirements will provide sound

standards related to space, site, environment, and building materials'for

construction and rehabilitation.

'the fourth criterion relates to fiscal accountability procedures in

local school districts. Funds should be expended in accordance with

legislative intent, and adequate records should be maintained for fiscal

reporting purposes. In addition to fiscal disbursement records, various

cost data elements should be maintained to assist in analyzing the

current program and planning for revisions which should be incorporated

into future funding proposals.

Identified Problems

Testimony received at the various hearings and information gleaned

from personal interviews and correspondence resulted in the identification

of a selected group of problems of sufficient magnitude to merit consideration

for corrective recommendations. Other problems were reported, but they were

unique to a particular school corporation or situation. The logical approach

is to enact statutes to correct common problems and to permit state agencies

to take necessary action in coping with non-recurring problems which are

associated wit:1 a limited number of cases.
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Opening of New Buildings

A comnon problem which merics attention is found in the school corpora-

tion that faces the additional expense associated with opening a new

building or buildings; the assumption is that the opening will result in

the operation of an additional facility in the corporation, not the trans-

fer of one student.. body and faculty to a new building and abandonment of

the older facility. In these instances, ample testimony was presented relative

to the necessity of employing additional service and support personnel as

well as additional administrative and teaching personnel. Increases

in utility costs and greater requirements for instructional materials

and equipment were cited as additional concerns.

If the local school corporation has been utilizing its flat grant

for current operation expenses, the additional problem arises that debt

service payments will now have "first call" on those funds, with the re-

sultant Fifect that the total amount of revenue allocated to current

operation will be reduced unless the school corporation is permitted to

continue in its practice of using the flat grant for current operations and

to increase the debt service tax levy in an amount sufficient to meet

the newly acquired obligation.

Major Maintenance Projects

Under current conditions relating to taxing and revenue /restrictions,

local school corporations are encountering some difficulty in securing

the funds required for major necessary maintenance projects, e.g.,

boiler and roof repair and maintenan,:e of ground,., Rather than being

required to delay these projects or to allocate current expense funds to

these capital outlay activities, considerable support was expressed in
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favor of permitting local school corporations to utilize cumulative building

fund proceeds for thi3 .7Lrpose.

Recommendations

Recommendations are grouped into long-range and immediate considerations.

Long-Range Recommendations

1. As school enrollments stabilize, and even declire in some instances,

the state should seek different ways to fund capital outlay and debt service

programs. The past patterns of uniform depreciation allowances on a pupil

or classroom unit basis, or uniform flat grant allowances, are no longer

adequate because some districts will have a stable pupil population, others

will have a declining population, and still others will have increasing

enrollments.

Structural and educational obsolescence of school facilities

c-Jcurs irrespective of the increase or decline in pupil population; for

this reason, merit can be found in a state depreciation allowance on

a unit basis to provide sufficient funds for renovation and updating of

facilities. However, this approach will not be sufficient for those'

districts confronted with enrollment increases. Discretionary funds at the

state level could be allocated to local districts on the basis of demonstrated

need for new facilities. Data available through the Department of Public

Instruction would serve as indicators of the level of ,seed in local

districts and could be used in projecting the amount of revenue required

to provide adequate facilities for all pupils in the state. The Department

would then be charged with the responsibility for administering the program

and allocating funds to local districts on the basis of objective standards

and criteria.

A i r)
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The distribution could be allocated on the basis of measures of

need for new facilities rather than allocating funds on a pupil basis

irrespective of the differences in need. for facilities or level of debt

among districts and also irrespective of actual need for state aid related

to outstanding debt service obligations in a particular school district.

Caution should be exercised in establishing the fund to assure that

decisions are based on sound criteria and do not reflect responses to

political pressures or patronage activities in a state agency.

Problems with Maryland's recently enacted program have been that

the state appropriation has not provided the full level of funds desired

by the local districts and that local districts have not agreed with state's

control standards used in review of various projects under Consideration.

2. Under the current program, if local corporations do not have

sufficient debt service obligations to require the'full amount of the

flat grant, the state could retain the unneeded amount of the district's

entitlement and place it in escrow until the district has projects in

which it might use the funds. Another option would be for the state to

retain the unneeded amount and place it in a loan fund from which

advances could be made to districts that have an immediate need at a

level higher than their grant.

An additional option would be for the funds to be allocated

on a percentage-equalizing basis with poorer districts receiving more

funds per pupil than richer districts; this would be significant departure

from the present program, but would increase the fiscal equalization

qualities of the present program.
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Immediate Recommendations

1. The existing state flat grant should be retained in its present

form with the funds first going to debt service retirement. Many local

school districts have entered into long-term debt obligations with the

assumption that the state would continue to fund the program at approxi-

mately its present level. Even though the state has no legal obligation

to continue funding the program, there is a perceived moral obligation to

continue the proaram with the same statutory provisions related to the

use of the funds.

2. Local school districts should be permitted to use the cumulative

building fund levy for site improvement and major maintenance projects.

Examples would be paving portions of the grounds and repairing boilers and

roofs. The projects should be submitted to the Department of Public Instruc-

tion for approval prior to the initiation of the project. Additional safe-

guards could be provided by requiring the local district's cumulative build-

ing fund plan to reflect the intent to use all a portion of the funds

for this purpose.

3. With proper documentation of the need for additional funds 'upon

royal by the State School Propert Tax Control Board, local school cor ora-

tions opening new or additional facilities should be permitted to increase

their general fund levy by an amount sufficient to offset the necessary

additional expenditures related to the opening of a new and additional facil-

it and to continue usin their flat rant recei ts for current o eration

with the new debt service burden bein aid throu h an increase in the debt

service levy. Documentation for this request should include the following

information:

1. Projected additional utility cost.

10 Ai.
oa
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2. Existing utility costs with justification for the differences

between existing and projected costs.

3. Projected additional staffing costs with a position-by-position

imstification.

4. Existing staffing patterns and costs with justification for the

'4ifferences between existing and projected costs.

5. Projected additional equipment and supplies required to open

the facility, provided these items are above and beyond the

normal per pupil allocations provided for other facilities and

student bodiesin the school corporation.
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FISCAL ABILITY AND EFFORT OF
INDIANA SCHOOL CORPORATIONS

Fiscal ability and tax effort can be measured in many different

ways. This; analysis relies on-two methods, equalized assessed valua-

tion of property and personal income, as measures of fiscal ability

of local school corporations. This presentation does not discuss the

relative merits of the various types of taxes since governmental

policy in Indiana has already been. established to move away from re-

liance on the local property tax. With this in mind, the primary

motivation for examining relative fiscal ability and effort is to

ascertain the degree or extent of equalization necessary to overcome

revenue imbalances created by variations in either fiscal ability

and effort among corporations.

Fiscal Ability

The fiscal ability of a school district is generally considered

to be the capacity of the local citizenry to pay taxes. This defini-

tion assumes that a basic financial capability exists regardless of

whether there is ac'llallY'a tax available to utilize the resource.

I. Fiscal ability, for our purposes, includes both property wealth and

personal income wealth.

Ability patterns, as measured by property and income among school

corporations, vary depending on location of industry, farms, type of

workers as well as inaccuracies and inconsistencies in measurement of

property valuation and locus of income.
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.

Wilkerson,
1

in a paper examining the impact of a one percent in-

come tax on counties in Indiana, found that a county with an assessed

valuation per average daily attendance of $12,160, could raise $122

from the yield of a one percent income tax rate levied by the countyy

while a county with only $5,065 assessed valuation per pupil could

expect to receive $37 per pupil in ADA., He found similar results

with local sales taxes. Table 1 shows some of Wilkerson's comparisons.

TABLE 1

ESTIMATED REVENUES PER PUPIL IN ADA FROM LOCAL
NON-PROPERTY TAXES IN SELECTED COUNTIES IN INDIANA

County

Assessed
Valuation
of Property

Per ADA

Yield From
One Cent

Sales Tax
Per Pupil-ADA

Yield From
One Percent
Income Tax

Per Pupil-ADA

Allen $ 12,160 $ 123 $ 122

Stenben 11,706 135 92

Switzerland 10,955 45 45

Marion 10,523 124 116

Warren 10,380 33 51

Brown 5,065 38 37

Income data from the 1970 Census provide a recent measure of

the fiscal ability of school corporations in Indiana. Of 299 school

L
William R. Wilkerson, Potential Impact of County Sales and

Income Taxes on Public School Finance, unpublished paper, Indiana
University, 1970, pp. 3-5.
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corporations for which data were available, the median income was

$10,174 personal income per family, with a range from $6,666 to a high

c! $2D,783. This wealth range of 3.12 to LOU among the corporations

shows that tax funds for schools are not as readily available in

some corporations as in others, especially when one considers that

poorer corporations are usually populated with a higher percentage

of low income families. Table 2 shows the five wealthiest, median,

and five poorest corporations when ability is measured in terms of

personal income per family. A listing for 299 school corporations

for which data were available is shown in Appendix A to this chapter.

As observed above, those school corporations with low income,

also generally, have the highest percentage of low income families.

When average personal income per family is compared to the percentage

of families below $4,000 income in school corporations, a correlation

of -.79636 is found. This relationship is demonstrated by the scatter-

gram in Chart I. From this chart, one can readily see that the aver-

age family income declines as the percentage of low income families

increases. The pattern of low income families is not uniformly

distributed throughout the state.

Finance programs,Wth low income families as the criterion for

distribution, would generally have greater impact on the low income

school corporations.

The 3.12 to 1.00 fiscal ability differential measured among school

corporations' undoubtedly has significant implication for School

financing, A high percentage of low income families may have an
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TABLE 2

PERSONAL INCOME PER FAMILY FOR FIVE WEALTHIEST,
MEDIAN, AND FIVE POOREST SCHOOL CORPORATIONS

(Total of 299 School Corporations)

School
Corporation

Family
Income Rank

Wealthiest

MSD Washington Township $ 20,783 1

Munster Community Schools 17,181 2

MSD Southwest Allen County 16,428 3

Carmel Clay Schools 15,714 4

MSD Lawrence Township 14,712 5

Median

Jefferw.n Township Schools 10,174 149

Northern Community Schools,
Tipton County 10,178 150

Poorest

West Washington School Corporation 7,541 295

Crawford County Community School
Corporation 7,462 296

Paoli Community School Corporation 7,187 297

New Harmony Town and Township
Consolidated School 6,851 298

Perry Central Community Schools
Corporation 6,666 299

Source: U.S. Bureau of Census, 1970, Census Tract No. 4.

adverse effect on the educational aspiration level of the community

as a whole, while at the same time, it is usually these same low

income families which have children who have greater educational

needs which must be remedied with a larger input of resources.

188
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Property Value

Property taxation, for a number of reasons, is the most dis-

favored cf the major taxes. Major objections are: (1) the property

tax bears down harshly on low income households, (2) it is an anti-

housing levy, the nature of which touches a .basic necessity of all

families, (3) it imposes a levy on unrealized capital gains, a fea-

ture which is unlike either the sales or income tax, (4) the adminis-

t ition of the property tax is far more difficult than other major

taxes, and (5) the property tax is painful to pay, primarily because

it is a yearly payment and is not usually paid by installments.
2

The property tax, as now constituted, is the primary local support

for public schools in Indiana, a pattern which is typicalamong most

states. However, in recent years, the states across the country have

sought to provide property tax relief, a process which generally

recognizes the inherent problems of property taxation, but,at the same

time, acknowledges the need for this tax as support basic for govern-

mental functions. Property relief and reform are well enunciated

objectives of many states, but in no state is there evidence that

government is willing to abolish this important source of public funds.

While the property tax presents many complex issues, this study

is designed to simply present a picture of the relative fiscal in-

equalities which emanate from the wealth variations among school

corporations in Indiana. A view of this variation in fiscal ability,

2
John Shannon, "The Property Tax: Reform or Relief?" Property

Tax Reform, ed. George E. Peterson, The John C. Lincoln Institute and
the Urban Institute, 1973, pp. 26-27.
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when measured by equalized assessed valuation of property, is present-

ed in Chart II below. Here, graphically illustrated, is the wide dis-

parity between rich and poor school corporations in Indiana. Of the

298 corporations, for which uniform financial information were avail-

able, the range is from a low of $3,082 per ADM to a high of $41,205,

a 1.00 to 13.37 ratio. Concord Community Schools represents the state

. median.with $9,777 equalized assessed valuation per pupil. Since the

tax source for local schools is primarily property, the receipts to

be expected from local tax rates are demonstrated by the variation in

this chart.

Without intervention from the state level to fiscally equalize

among corporations, the child's education in the poorer school corpora-

tions will be necessarily inhibited by a lack of fiscal ability. This

is certainly the case if the local citizenry in the poorer corporations

are not willing to tax themselves far beyond the rates necessary to

raise resources ecrlivalent to wealthier corporations. Poorer school

districts have not historically overtaxed themselves; in an effort to

mitigate, to any great degree, the lack of resources created by low

fiscal ability. The correlation between the general fund school tax

rate adjusted for equalized assessment and the equalized assessed

valuation per pupil is -0.1825. The correlation is not high but it

does show a tendency for poor school corporations to put forth greater

effort than the wealthier school corporations. The Indiana legislature

has responded to the dilemma of poor school districts, to some degree,

by freezing the tai levy. Such a freeze could theoretically affectuate

if?
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greater educational equality and enhance taxpayer equity by reducing

the traditional reliance on the regressive Eiroperty tax and by sub-

stantially increasing the flow of funds derived from statewide

taxation.

Fiscal Effort

Why some local school corporations put forth greater fiscal

effort than others is a question not easily answered. As indicated

above, there is but little relationship between local general fund

tax rates and the equalized assessed valuation of property. If

property wealth does not predict the variations in effort, the answer

may lie in other socioeconomic variables. Research of school tax

effort has not been exhaustive; it is fair to say that the result

of the research is so sketchy that its utilization for policy purpose

would be hazardous.

In a pioneer study, which included selected school districts in

Florida, Georgia, Kentucky, and Illino!s, Johns and Kimbrough con-

cluded that characteristics of the local political structures could

have an important impact on tax effort. They found that high effort

school districts tended to have competitive power structures and that

influenW1 members of the community were more likely to be involved

in educational issues in high effort districts. The power structures

of low effort districts tended to be dominated by the community

economic interests, while political (rather than business) leaders

tended to dominate in high effort districts. 3

3
Roe L. Johns and Ralph B. Kimbrough, The kelationship of Socio-

economic Factprs, Educational :,.eldership Patterns and Elements of
Community Power Structure to Local School Fiscal Police, U.S.O.E.
Project No 2842, May, 1968.

1.97Z
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At least two studies have found a significant relationship be-

tween some measure of income and local school district effort. Adams

found that school tax effort among sample school districts in Ken-

tuckyin 1950 were related to median family income. Hopper found, in

Florida, that effort was significantly related to net effective buy-

ing income.
4

In Illinois, Quick discovered a significant relationship

between tax effort and net effective buying income.
5

Hatley showed

that school board elections were more successful in districts with

high family income.
6

Metzcers, in relating expenditure per pupil to

socioeconomic variables, found median family income to be significantly

related to effort.
7

Research shows that property valuations, sometimes, have a high

correlation with expenditures per pupil, a situation hardly enlighten-

ing since local expenditures are so dependent on property wealth.

Other factors found '6o be significantly related to tax effort or

expenditure per pupil at various times, in various settings, using

a range of statistical techniques, are: percent population nonwhite,
8

4
Harold H. Hopper, Socioeconomic Factors Associated with Patterns

of School Fiscal Policy in Florida, Ed.D. Dissertation, University
of Florida, 1965.

5
Walter J. Quick, Socioeconomic Factors Associated with Patterns

of School Fiscal Policy in Illinois, Ed.D. Dissertation, University
of Florida, 1965.

6
Richard Von Hatley, Dissertation Abstracts International, 31

(1970): 5703-A.

7
Richard H. Metzcers, Community Human Resources and Local, Financial

Support for Public Schools, Ed.D. Dissertation, University of
Illinois, 1968.

8
Ibid.
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percent labor force male,
9

percent rural farm,
10

age of voter,
11

and

type of adjacent school district (suburb and city).
12

Although, some authorities
13

consider expenditure per pupil to

be a measure of effort, it does not specifically identify the local

tax effort nor does it take the ability of the school. corporations.

into account. For purposes of comparison, however, it may be noted

that in Indiana the expenditure per pupil, derived from state and

local funds, ranged from $516 to $1,377 in 1973-7A. The median

expenditure per pupil was $724.

Local school tax rate, when adjusted for equalized valuation of

property, provides a more accurate measure of fiscal effort. For

purposes of effort analysis the adjusted general fund tax rate may

be used as the effort measure for each school corporation. By

correlating tax rate with personal income per family and equalized

assessed valuation of property per pupil, along with a series of

other socioeconomic variables derived from related research, it was

9
Frank Farmer, Economic, Sociological, Demographic Characteristics

cf Oregon School Districts and Their Relationship to District Financial
Practices, University of Oregon, Bureau of Educational Research and
Service, Eugene, (1966).

10
Adams, 2E. cit.

11
Irving M. Witt and Frank C. Pearce, A Study of Voter Reaction

to a Combination Bond -Tax Election on March 29, 1968, San Mateo,
California, San Mateo College, (1968).

12
David C. Ranney, School Government and the Determinants of the

Fiscal Support for Large City Education Systems, Southern Illinois
University, Edwardsville, 1967.

13
Daniel C. Rogers and Hirsch S. Ruchlin, Economics and Education,

Free Press, New York, 1971, p. 30.
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thought possible to show what local conditions are most nearly re-

lated to high or low effort.

Unfortunately, the results of the inquiry were not very enlighten-

ing. Little or no predictive value was found among social or employment

variables. A simple correlation matrix shows that the adjusted general

fund rate correlates highly with the adjusted municipal rate and the

total school tax rate. Of course, the general school tax rate is

additive, forming the total school rate; therefore, the correlation of

.79689 is to be expected. The municipal rate though correlated with

the general school fund rate at the relatively high level of .59118.

This relationship indicates that the general school fund rates do

not necessarily diminish or work to a detriment of the tax effort

for the municipality as a whole.

The general school fund rate had a low negative correlation of

-.18252 with equalized assesse4 valuation of property per pupil and

had no correlation, -.09296, with personal income per family. Per-

centage of low income families had the low negative correlation'of

-.13605 with the general school fund rate.

In correlating the general school fund rate with several other

variables, of which most indicated the nature of.the labor force,

no relationships were found which could cast light on the reason for

some school corporations putting forth greater effort than others.

Chart III shows the Pearson r for each of the variables as they

correlated with general school fund tax rate.
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Family income, as may be expected, had a relatively high correla-

tion with several of the employment variables. Family income had the

highest correlation with percent of population over 25 years of age

with a twelfth grade education. Of the employment variables, the per-

cent of professional and technical workers had the highest simple

correlation, .60771 with family income. One may also observe that

the equalized assessed valuation of property per pupil did not have

a high correlation with any of the employment variables. Such data

may support the contention, sometimes made by taxpayers, that the pro-

perty tax is onerous because it has no relationship with a person's

in-hand ability to pay taxes.

Further analysis, using multiple regression, reveals little that

the simple correlation matrix does not show. Unlike the related

research, the Indiana data show, for example, that percent of low

income families had little to do with school tax effort. Percent of

workers classified as farmers had no identifiable impact on effort,

either. Chart IV shows the relationship more accurately, the

lack of relationship,which exists between general school fund tax

rate and the identified socioeconomic characteristics. If one ignores

the first variable, total school tax rate, a measure not really rele-

vant to the nature of effort issue, except that the total rate is

reflected largely by the general fund rate, then it can be seen that

all other variables combined only identify .04590 of tha variance

and add little to the multiple r.

No particular conclusions can be drawn from this brief analysis,

other than to observe that the reaaons for high or low school tax
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CHART IV

SUMMARY MULTIPLE REGRESSION ANALYSIS OF ADJUSTED
GENERAL FUND SCHOOL TAX RATE AS DEPENDENT

VARIABLE AND INDEPENDENT SOCIOECONOMIC VARIABLES

Independent
Variable

Multiple
R

R

Square
RSQ

Change
Simple

SCHADJ 0.79689 0.63503 0.63503 0.79689

GY25ED12 0.80784 0.65261 0.01758 -0.03009

OPERATVS 0.81560 0.66520 0.01259 -0.21287

CRAFTSMN 0.81922 0.67112 0.00592 0.19532

NONFARM 0.82068 0.67352 0.00240 -0.06677

SALES 0.82214 0.67591 0.00239 -0.01044

MUNADJ 0.82312 0.67753 0.00162 0.59118

TRANSOPS 0.82391 0.67882 0.00129 0.11495

MANADMIN 0.82459 0.67995 0.00113 -0.07283

FARMERS 0.82482 0.68033 0.00038 0.02010

CLERICAL 0.82500 0.68062 0.00029 0.16465

LT4000 0.82508 0.68076 0.00014 -0.13605

FARMLAER 0.82516 0.68089 0.00013 0.01969

PCP1865 0.82517 0.68091 0.00002 -0.03193

SERVICE 0.82518 0.68092 0.00001 -0.03548

(CONSTANT)

effort are probably more complex than to be simply identified by

broad socioeconomic characteristics. Further research should be

performed in this area to discover the true nature of tax effort.
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However, with the recent steps taken by the Indiana legislature to

lessen the fiscal importance of the local property taxes, the

necessity to understand the variances in tax effort is somewhat

reduced. Under the present system, changes in local effort cannot

be made at the local level. From this vantage, if the legislature

provides sufficient resources from the state level and equalizes

among the school corporations for present variations in local revenue

brought on by property wealth and tax effort differentials, then the

nature and impact of local school tax effort becomes largely academic.

Present Pattern of State Support

To analyze data describing ability and effort of local school

corporations, while meaningful, is of little value unless they are

related to the impact of state and local revenues on school corpora-

tions. Wide variations in ability, as documented above, and the

somewhat complex nature of effort, provide ample evidence of the

need for the state to exercise equalization measures among school

districts. Left to their own resources entirely, some school corpora-

tions will have many times the revenues of the poorer corporations.

Since it is beyond dispute that equalization of resources is of

major importance to obtain equality of opportunity, it is incumbent

upon the state to deliver resources for educational services as

equally as possible, regardless of the wealth, effort, social, or

geographic status of the school corporation.

With this in mind, Briley, using 1968-69 data profiled the school

corporations in Indiana, and found a state and local revenue differential

1:1. 9
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between rich and poor school corporations in excess of five to one.
14

This was true even though school corporations of 1,500 and below

in ADA were excluded from the study. Federal funds had little overall

effect on the revenue disparity. Revenue differences between rich

and poor showed Indiana to be among the states with.the least fiscal

equalization in the nation. Further study by the NEFP showed that,

according to an equalization typology applied to all states, only

six states had less fiscal equalization among school districts than

Indiana.
15

Since that time, Indiana has made increased, though gradual,

progress toward more equalization through various manipulations of

the existing foundation program. Comparing the access to resources

among school corporations in 1968-69 with pre-sent practice substantiates

this observation. The expenditure per pupil in 1973-74 ranged from

$516 in Southwestern Jefferson County Consolidated School Corporation

to a high of $1,377 in Whiting City Schools, a 2.67 to one ratio.

Although Briley used total revenues per pupil instead of expenditures

per pupil, the data are comparable. The increased equalization is

even more striking if one considers that Briley's data only represented

those school corporations with 1,500 or more ADA where the expenditure

1
4William P. Briley, "Variation Between School District Revenue

and Financial Ability," Johns, Alexander, and Stollar (eds), Status
and Impact of Educational Finance Programs, National Educational
Finance Project, Vol. 4, 1971, p. 73.

15
Roe L. Johns and Richard G. Salmon, "The Financial Equalization

of Public School Support Programs in the United States for the School
Years, 1968-69," Johns, Alexander, and Stollar (eds.), Status and
Impact of Educational Finance Programs, National Educational Finance
Project, Vol. 4, 1971, p. 137.

200
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data for 1973-74 are for 299 of the 305 school corporations in the

state. The impact of the present state school finance program can

be demonstrated by profiling both expenditures and state revenues

per pupil for sixteen school districts selected as representing equal

intervals of school corporations ranging from the corporation with

the highest equalized assessed valuation to the lowest. The pattern

of total expenditure per pupil from state and local funds is shown

in Chart V and the state revenue per pupil is profiled in Chart VI.

The expenditure pattern in 1973-74 has a strong relationship with

property wealth, even though the variance between rich and poor has

been reduced. Hobart Township shows an irregular pattern on the pro-

file because it received $471,000 from the Distressed School Fund,

without this, it would conform to the profile. The profile pattern

shows that the child's education is still, generally, a function of

the wealth of the local school district. When equalized assessed

valuation of property per pupil in average daily attendance for

each corporation is correlated with expenditure per pupil in average

daily membership, a high positive relationship of .7153 is found.

This simple reveals that even with the advancements made toward

equalization, the corporations with greatest wealth still have the

greatest funds for education. (See Appendix B for more detail on

property values and expenditures.)

If the sources of the school revenues are isolated, one can see

that the total state allocation, alone, has an equalizing effect.

As illustrated in Chart VI, Whiting City, the wealthiest school
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.11

corporation in the state, receives only *128 per pupil, lowest

among those districts profiled. Actually, Lon corporations, he-

t:ause of various formula manipulations, receive less per pupil than

Whiting after all state resources are combined, the lowest receiving

$1.12 per pupil in RUM. A high inverse.correlaLion, -.8684 exists

between state revenue per pupil and equalized assessed valuation

of property. This tendency is appropriate if fiscal equalization

is to be accomplished. The range of state aid from Whiting to

Mooresville represents a good picture of the total equalization

pattern. Though, this level of equalization is insufficient to meet

the demands of the ideal goal of full fiscal neutrality. While the

wealth differential between Whiting and Mooresville is about seven to

one, the state revenue equalized only to a ratio of 3.9 to 1.0.

A correlation matrix for equalized asses:1'A valuation of property

per pupil in ADA, state and local expenditure pe&plipil in ADM, and

state ever.ue per pupil in ADM is presented in Chart VIT showing the

Pearson r and the level'of significance of each relationship.

Conclusions

Substantial ,variation exists in fiscal ability among the local

,3chool corporations in Indiana regardle's of whether wealth is

measured in terms of income or property valuations. Though variations

are great using either family income or equalil:.ed assessed valuation

of property, the two wealth measures have a low correlation with

each other (.0414). This pattern suggests that wealth is largely
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CHART VII

CORRELATIONS AND LEVEL OF SIGNIFICANCE BETWEEN
ADJUSTED ASSESSED VALUATION OF PROPERTY PER PUPIL
ADA, STATE AND LOCAL EXPENDITURE PER PUPIL ADM,

AND STATE REVENUE PER PUPIL ADM

Adjusted
Assessed
Valuation

State
and Local

Exyladiture

State
Revenue

Adjusted Assessed 1.0000 0.7153 -0.8684

Valuation S=0.001 5 =0.001 S=0.001

State and Local 0.7153 1.0000 -0.5779

Expenditure S=0.001 S=0.001 S=0.(.01

State Revenue -0.8684 -0.5779 1.0000

S=0.001 5=0.001 S=0.001

dependent on the measure red and the particular tax system employ-

ed to access the resource. Wealth variations are greater between

rich and poor if property wealth is the criterion as opposed to

family income. Therefore, if income and property were combined as

a measure of total fiscal ability, the wealth variation found in

property alone, which is now the state aid criterion, would be

greatly reduced. Since, however, property valuations have tradi-

tionally been used as the wealth measure and the property tax is

the only major tax employed to obtain local revenues, then it must be

concluded that property is the measure of wealth which should be used

for equalization purposes.

Fiscal effort is an elusive creature for which relationships are

difficult to identify. Attemp4A to ascertain relationships only,
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not causation, between effort and socioconomic factors, which should

logically affect it, have been largely without success. The brief

foray of the present study in that area has likewise been unsuccessful.

Any attempt, to circumscribe the nature of effort from the data found

in this study, would be purely speculation. Certain other research

efforts, however, suggest a strong relationship between fiscal

effort, income, and type of employment, but the most comprehensive

of tile studies shows that the wide variations in effort may be

the result of intangibles such as the political power structure

of a community and its functional relationship with education in

community.

Fiscal equalization found in the Indiana state aid program is

positive and tends to reduce the impact of local wealth on the child's

education. However, the level of equalization does not come near to

creating fiscal neutrality among school corporations. A child's edu-

cation is a function of the wealth of the local school district in

Indiana. This conclusion is verified by the high correlation between

equalized assessed valuation of property and state and local expendi-

tures per pupil.

From these data one can only conclude that it will be necessary

in revising the Indiana formula to increase the equalization aspects

of the basic allocation formula and to substantially increase the

state's share of the total elementary and secondary financing burden

if equal opportunity is to be obtained.
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COMPENSATORY EDUCATION PROGRAMS

One of the basic tenets of American education is that the.system

should operate as a positive force to further equality of opportunity

rather than as a passive influence to perpetuate societal differences.

Ethnic anu minority groups have long viewed education as an avenue to

success, social mobility, and societal acceptane..e; this perceived role

has been one of the unique features of the American educational system.

Educational research studies generally agree that large portions

of the school population are achieving at less than their expected level.

Efforts to identify the characteristics of physically nonhandicapped

pupils who do not profit as much as other pupils from the regular pro-

gram have generally concluded that underachievement is closely associated

with economic and, consequently, cultural deprivation. While economic

deprivation cannot be addressed directly by the educational system, the

handicapping social effects can be treated through a program of supple-

mental, or compensatory, education. Compensatory education is defined,

for the purpose of this di-scussion, as special programs or program adapta-

tions designed specifically to overcome learning difficulties or handicaps

in schools associated with poverty, class or status, national origin,

race, 'Jr cultural background, as distinguished from organic causes.

As states seek to expand their school support programs to encompass

the full range of educational programs and services needed to provide

appropriate learning experiences for all pupils in all school districts,

attention must be given to the various alternatives that a state has in

identifying and providing additional programs for those pupils requiring

compensatory education.
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Not only are higher levels of expenditure per pupil required for

compensatory education than for pupils in the regular program, but also

students requiring such programs and services are not distributed evel:ly

among school districts. Census data and research studies. of the National

Educational Finance Project indicate te)t some school districts have

higher concentrations of pupils with need for compensatory education

programs and services than other districts. This phenomenon is not unique

to either rural or urban districts, but is found in all types of districts.

If this were not the case, resolution of the problem could be left in the

hands of local school officials. However, this condition results in an

added financial burden to districts with high concentrations of pupils

in need of compensatory education programs and services.

The initial impetus promoting direct aid for compensatory education

came from Title I of the Elementary and Secondary Education het of 1965.

Wider this large federal program each local school district was eligible

for a specific amount of money based on the number of the district's enrolled

pupils from homes with a defined low income. Local school officials were

required to develop and present a program plan detailing utilizatiori of

funds before the grant was received through the state agency. Only the

intended target group was eligible for the provided programs.

Experience with Title I programs, additional state supported com-

pensatory educat programs, and research completed since 1965 have con-

siderably sharpened the issues involved in designing, funding, and administer-

ing compensatory education programs. The following discussion utilizes this

information in dealing with (1) the level of support given the program, (2)

the identification of pupils requiring supplemental services, and (3) a

model program delivery system.
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Level of Support

Compensatory education programs do require additional funds beyond

the amount provided by the state for the regular program; the basic

decision is the level of Jupport to be provided. The choice is a three-

part one. First, desired services must be defined. Second, the extent

of services to be provided must be determined, and, third, the number of

students to receive the services must be ascertained.

Obviously, different levels of support may be provided with the same

total program cost by means of altering any one of the three variable

elements mentioned above. Given an established total program cost, the

following alternatives are available:

1. Many students may receive a small segment of an expensive

program.

2. Many students may receive a share of inexpensive services.

3. A few students may recei,', extensive, intensive, and, con-

sequently, very expensive services.

4. A moderate number of students may share the available funds,

each receiving a portion of a moderately expensive program.

Criteria for choosing among the alternatives should be based on the

degree to which the behavior of students, either social or academic

behavior, is desired to be changed as a result of participation in the

compensatory program. 'Research and evaluation previously funded com-

pensatory education programs have warned that significant changes in

students cannot be expected from a low investment. For example, a year's

program of remedial instruction provided for five hours per week cannot

be expected to eliminate the academic deficiencies of a fifth-grade

student who was reading three years below grade level when beginning the

rprli
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compensatory program. Consequently, to protect the integrity of the

program and to help teachers and students establish expectations of success

rather than failure, care should be taken to establish reasonable expecta-

tion levelc for the amount of funds invested by the state.

Identification of Pupils

Several methods exist for determining the students that will partic-

ipate in the compensatory education program. While the number of students

identified to receive services also may be used as the basis for reimburse-

ment, this need not be true. Funds can be allocated on the basis of one

set of criteria, and the district can identify students to receive services

on the basis of a different set.

Various guidelines can be used in choosing measures of need for a

compensatory education program. The following four points provide a set

of criteria which can aid in the design of an equitable program.

1. The measures should be objective and unambiguous.

2. The measures should identify the target population by school

attendance area.

3. The measures should identify the variations in the degree of

need of the target population for compensatory programs and

services.

4. The measures should be derived from data available on an annual

basis.

The appropriateness of the first guideline is self-evident. The

second point is needed to assure that funds are not diluted throughout

the school district and diverted from the primary target group. Intra-

district differences measurable at the individual building level are

frequently concealed by the use of district averages; therefore, local

el rile)
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school officials should use school-by-school data to focus resources

on specific problems and facilitate program audits to assure that funds

are, being spent on the intended target group. The third guideline focuses

on the necessity for measures which permit quantification af the variations

in need among schools. The fourth point is vital to the effective opera-

tion of a sound program because of the mobility patterns of the total

population in general and the poor in part!cular. In some urban schools,

student turnover exceeds 100 percent within a school year. To rely upon

the decennial census for population characteristics will not provide

credible data on compensatory target populations.

In the following discussion three alternative measures for identify-

ing compensatory education target populations are reviewed in terms of

the four previously listed criteria. The three alternative measures are:

1. The proportion of students in a school below a stipulated

standard on an achievement test.

2. The proportion of students predicted to be below a stipulated

standard on an achievement test, based on student socioeconomic

status.

3. The proportion of students whose families are below a stipulated

income level. (the measure used for Title I of the Elementary and

Secondary Education Act).

Achievement

A state's target population for compensatory education could be

identified by stipulating a school achievement level below which all

students would be designated as needing compensatory education services.

The measure could be operationalized by establishing a standard that the

children scoring below the fourth stanine on standardized achievement

r/r,r)
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tests in reading and mathematics would be in the target population. Under

this approach, the bottom 23 percent of students would fall into this

category.

Several difficulties would be encountered in the practical' use of

this approach. First, the fourth stanine is arbitrary and categorical

rather than incremental; students scoring slightly above the standard

would not be counted within the target population while those with

practically identical scores slight y below the arbitrary line would be

included. Second, the standard is relative, for there will always be

a bottom 23 percent regardless of the degree to which the absolute level

of achievement would improve or decline.

Third, as mentioned earlier, allocating resources in inverse relation-

ship to achievement scores would result in aid to districts or schools

with low achievement and could be conceived as rewarding inefficiency;

aid would decrease as achievement increased, possibly providing a negative

incentive; and continuing questions could be raised concerning the alleged

cultural bias and technical questions of validity and reliability of

achievement tests.

This measure would always result in the same percentage of students

in the target population on a statewide basis, but the relative percentage

in local subdivisions could vary substantially. Some localities might

have as few as 10 percent below the fixed level, while other localities

might have 50 percent or more of the students below the standard.

Use of this approach would require efficient administration of test-

ing programs on a statewide basis, including administration at the indivi-

dual building level. A further complication of this approach would be

the difficulty involved in explaining the technical operation to
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legislators and laymen and the hazard that high numbers of students

falling below the accepted standard would reflect unfavorably upon the

quality of the educational program in a given district.

Socioeconomic Prediction of Achievement

This method consists of a weighted sum of socioeconomic measures

used to predict the expected number'of students below a stipulated achieve-

ment level. There are two basic reasons for using this approach. First,

the measure of low achievement is linked with measures of socioeconomic

characteristics. The low achievement measure provides evidence of need

for additional educational services, and data indicate that the socio-

economic characteristics occur simultaneously with low achievement.

Second, three objections to the previous model can be resolved through

this approach. The question of rewarding inefficiency is no longer

relevant because allocations would be based on the predicted number below

the standard rather than the actual number below the standard; prediction

data would be computed on the base of the entire state and not subject to

possible-short-run inefficiencies. The problem of aid decreasing w:.en

achievement is increasing would be removed because the size of the overall

target population would not necessarily change unless socioeconomic factors

were weighted differently or unless districts were penalized for increasing

achievement scores. The questions of reliability, validity, and cultural

bias of tests is only partially removed, for this method also relies on

test scores as the criterion against which predictions are made. However,

socioeconomic data are presumably more stable and less subject to short-

run questions of reliability.

The use of this method does not change the size of the total target

population because the arbitrary standard would continue to be used. To



apply this approach, test scores and reliable socioeconomic data would be

required on a district-by-district basis. Regression weights for the

socioeconomic variables would have to be developed before the distribution

method became operational.

Family Income Level

The third alternative for measuring the target population for com-

pensatory education is to determine the number of students whose family

income falls below a stipulated level. This approach has.been used in

the allocation of funds under ESEA Title, I. For example, the number of

eligible students is determined by adding the number of children in families

whose income was below a specified amount, and the number of children whose

families were receiving more than a specified amount per year in Aid for

Families with Dependent Children (AFDC). The basic justifications for

this approach are that the family income correlates extremely well with

student achievement and that local and state officiali are familiar with

this method of allocating funds.

Several shortcomings can be identified concerning this method for

measuring compensatory education target populations. First, the deter-

mination of the income level is purely arbitrary; identification of the

appropriate income level would require considerable research to determine

the relationship between a stipulated achievement level and the income

level in a particular state. Second, inter-district differences in price

level or the buying power of incomes are not taken into account, possibly

inflating the number of rural children eligible under the income criterion

and also inflating the number of urban children eligible under the welfare

criterion. Third, the welfare measure may be suspect because of the

inter-district differences in the administration of welfare programs.
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Fourth, physically handicapped and mentally retarded children are not

excluded in the present Title I procedure; however, corrections could be

made for this population group. Fifth, the present system relies upon

data from the decennial census, and this data source is somewhat question-

able during the latter portion of each decade.

One of the most complicated factors in using this allocation method

is identification of the appropriate income level. Experience with the

Title I program has indicated that the income factor identified as poverty

level must be increased to keep pace with the rate of inflation.

The data problems with the decennial census would be partially offset

by the current nature of data relating to AFDC children. The primary

problems with using this allocation method are that the number of AFDC

children is heavily dependent upon political decisions and the nature of

the nation's economy.

Program Description

The following material outlines the basic procedures and guidelines

which should be utilized in the implementation of a state supported program

for compensatory education. Details are presented concerning the method

of determining the number of eligible pupils, process for computing the

funds to be allocated to each local school corporation, and guidelines

to be followed by local school corporations in implementing the program.

Recommended Method of Determining a School Corporation's Allocation

Because of the availability of data and their use in another funding

program, the number of eligible pupils identified for allocation of Title Ir

ESEA, funds should also be used as the basis for allocating funds for

the compensatory education program.
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A weight of .20 for each Title I eligible pupil in the local corpora-

tion should be the basis for computing a local school corporation's total

entitlement. Following this determination of the entitlement, local school

officials should identify the pupils to be served in accordance with the

processes outlined previously and supplemental rules and regulations adopted

by the General Commission.

Recommended Model Delivery System

Local school corporations should use funds allocated under this program

for direct instructional and support costs associated with discrete and

identifiable compensatory programs and services, provided that such funds

are not used for building or equipping school facilities, debt service pay-

ments, extracurricular or intramural activities, or salary or fringe benefit

supplements for school personnel not directly associated with activities

carried forth under this provision.

Programs should include, but not be limited to, remedial and supple-

mental instruction; health and diagnostic services; provision of food,

clothing, and transportation; and other direct aid for pupils identified as

in need of compensatory education. No process of identifying pupils in

delivering programs and services should utilize screening processes which

in any way exclude pupils from participation in this program because they

are participating in a federal program. Such federal programs are to be

considered as supplemental to this and other state programs.

In identifying pupils for participation in this program, local school

corporations should use such processes as the following:

1. Standardized achievement tests

2. Criterion reference tests
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3. Socioeconomic indicators such as family income levels or

participation in AFDC programs

4. Classroom teacher identification as a result of appropriate

criteria in addition to those listed above

Each local school corporation should be required to submit a plan for

expending funds. Such plans should include steps and criteria to be

utilized in identifying pupils for participation in the program; objectives,

procedures, and predicted outcomes for the program; and a budget detailed

in the major object categories. As a supplement to the annual financial

report submitted at the end of the school year, each local school corporation

should submit a detailed financial report accounting for the expenditure of

these funds and an evaluation summary outlining the degree to which pre-

dicted outcomes were achieved.

The plan for this program should be subject to review and approval by

the Department of Public Instruction, provided however that personnel in

the Department should be charged with the responsibility of furnishing

technical assistance to local school districts in the development of their

programs in the event that the original program does not meet criteria as

stipulated in this act and further supplemented by rules and regulations

adopted by the General Commission.
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